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Fina ncial S ummary 


Percent 




i»He 

1985 

(Change 

Net sales . 


7,6.5:i.4 

+ 21 

Income from continuing operations . 

.$ 

4.57.8 

420.1 

+ 9 

Per Share. 

.$ 

1.7.5 

1..50 

+ 17 

Income from discontinued operations. 

.$ 

- 

123.6 

- 

Per Share. 

.$ 

- 

.44 

— 

Net income. 

.$ 

4.57.8 

543.7 

-16 

Per Share. 

.$ 

1.75 

1.94 

-10 

Cash dividends declared. 

.$ 

162.6 

161.2 

+ 1 

Per Share. 

.s 

.628 

.585 

+ 7 

Property, plant and equipment 

expenditures . 

.$ 

886.3 

785.9 

+ 13 

Cash generated by continuing 

operations. 

.$1,231.3 

819.9 

-1-59 

Return on average shareholders 

equitv. 

. % 

23.5 

22.8 

+ 3 


(in millions except per share amounts) 


Income from discontinued operations in 1985 primarily includes the net gain 
on the sales of North American Van Lines and Wilson Sporting Goods and the 
results of these operations through the dates of their respective sales. See Note 
to the Consolidated Financial Statements on page 42 for more information. 

The per share information reflects the 198(i three-for-one stock split. 

Return on average shareholders' equity was calculated using income fmm 
continuing operations. 
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PepsiCo, Inc._ 

PepsiCo has achieved a leadership position in three major 
domestic and international businesses. They are among the 
largest and fastest-growing consumer markets: 

• Soft Drinks 

• Snack Foods 

• Restaurants 

We’ve carefully selected these businesses because they 
provide continuing opportunities to stimulate increased 
sales and earnings-largely through our own actions. 

Our long-term corporate objective is to maximize share¬ 
holder value, primarily through internal gi’owth and astute 
application of our financial resources. Our 214,000 employees 
are dedicated to keeping PepsiCo one of the premier gi-owth 
companies in the world. 
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To Our Shareholders and Employees ; 


Fm pleased to report that we strengthened and expanded our 
business in 1986, while achieving record financial results. Here 
are some highlights of our continuing efforts to maximize 
shareholder value: 

• Income from continuing operations rose 17 percent to $1.75 
per share. 

• Sales increased 21 percent to $9.3 billion. 

• Cash flow totaling $1.2 billion enabled us to cover record cap¬ 
ital expenditures and dividends from internally generated 
funds. 

• Shareholders' equity rose 12 percent to $7.91 per share, 
and our return on average shareholders’ equity reached an 
all-time high of 23.5 percent. 

• A three-for-one stock split broadened the appeal of PepsiCo 
stock, substantially increasing our ownership base. 

• Acquisitions within our existing businesses totaling $1.7 
billion enhanced our long-term performance prospects, 
without significantly diluting earnings. 

• We smoothly completed a planned transition in senior 
management and established an even more decentralized 
organizational structure. 

A Successful New Strategic Focus for 1986 

Numbers alone, as good as they are, don’t tell the full story of 
how^ w^ell w^e really did last year. Tb gain that perspective, w^e 
have to go back to 1984. That’s w^hen, under Don Kendall’s 
leadership, w^e undertook a very important strategic restruc¬ 
turing of our total operations: 

• We decided to sell our foreign bottling operations to local 
business leaders w^ho have the detailed knowledge of market 
conditions and the personal commitment necessaiw^ to maxi¬ 
mize growth opportunities in this high-potential business. 

• We withdrew from the transportation and sporting goods 
businesses, at a substantial net gain, because they did not fit 
strategically with our consumer products operations. 

• We focused our resources on soft drinks, snack foods and res¬ 
taurants-very profitable businesses w ith high rates of 
return. They are also very responsive to product innovations 
and creative promotions. We believed we could use our mar¬ 
keting and financial strengths to create additional growth 
opportunities. 

As a I'esult, we entered 1986 with a new^ vision and a new^ 
strategic focus. We w^re committed to increasing both the size 
of our markets and our share of them. And w^e were committed 
to providing for even higher returns on our investments in 
these rapidly growing businesses over the long term. 


Fm very pleased with our performance against each of 
these objectives. I particularly want to call your attention to 
four key subjects: 

• the strategic importance of our acquisitions, 

• the outstanding performance of our soft drink business, 

• our continuing confidence in restaurants, and 

• some actions we’ve taken to restore profit gi-owlh at 
FYito-Lay. 

Fll also cover our ongoing commitment to growth and 
w^hy I believe w^e’re well-positioned to maximize our opportu¬ 
nities in the years ahead. 

Acquisitions Increase Earnings Potential 

Our existing businesses provide excellent opportunities for 
growth and increased profitability. We’ve improved both our 
curi'ent performance and our long-term potential through 
three major acquisitions that strategically complement these 
businesses: 

• Kentucky Fried Chicken-the leader in the quick 
service chicken market and the second largest restaurant 
system in the world, acquired in October for $841 million. 

It’s performance and prospects are excellent. And KFC pro¬ 
vides a critical mass that should accelerate our growth and 
profitablity in this very attractive business. 

• ME I Corporation-purchased in May for $591 million, was 
Pepsi-Cola’s third largest bottler and one of the most 
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successful and profitable in our system. A sound investment 
for both strate^dc and financial reasons, MEI significantly 
strenji^hens our domestic soft drink business. 

• Seven-Up International-the third largest franchise soft 
drink operation outside the United States, purchased in July 
for $24() million. It provides us a leading position in the 
lemon-lime segment, which accounts for 15 percent of the 
foreign soft drink market. More importantly, Seven-Up 
International provides the critical mass that increases our 
overall volume, strengthens our bottler organization and 
significantly enhances our competitive position outside the 
United States. 

Major Gains in a Growing Soft Drink Market 

Our imprived results in 1980 were led by major gains in our 
soft drink business. Operating profits were up 28 percent on a 
32 percent increase in dollar sales. 

An important measure of the continued vitality of soft 
drinks is the gain in volume we achieved worldwide. In the 
United States, case sales of Pepsi-Cola brands were up seven 
percent-and gi'ew 70 percent faster than the industry. And in 
foreign markets, Pepsi-Cola’s volume gain of six percent was 
the highest inci'ease in more than five years. 

Our share of the U.S. retail market reached an all-time 
high of 31 percent. Brand Pepsi volume was up, and Diet Pepsi 
again was the fastest-growing diet cola in foodstores. 

As pleased as we are with our performance in 1986, we 
believe there still is tremendous growth potential in the soft 
drink business. The best and most recent example of our abil¬ 
ity to generate di^amatic growth, even in very large markets, 
is the Slice family of juice-added soft drinks. We discuss this 
latest new product success in a special section beginning on 
page 7. 

Restaurant Outlook Merits Continued Investment 

We have great confidence in the gi'owth and vitality of the 
restaurant business, and the (|uick service market in which we 
operate is particularly attractive. It’s the fastest-growing 
restaurant segment, and is expected to continue outperforming 
the overall industry. 

With KFC, w'e now have the leadership position in three 
of the four largest and fastest-growing categories of the quick 
service restaurant segment-pizza, chicken and Mexican food. 
And, with nearly 14,700 units, the PepsiCo system is now the 
largest restaurant organization in the world-nearly 50 percent 
larger than McDonald’s. 

We’re well-positioned for significant long-term sales and 
earnings growth. In addition to our acquisition of KFC, we 
continued throughout 1986 to make major investments in new 
products and in additional resUiurants. We believe these invest¬ 
ments will ensure our ability to continue outperforming the 
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(In Millions) 




Segment Capital Spending 
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restaurant industry and enhance our leadership position. 

We’re also moving aggi-essively into home delivery at 
Pizza Hut. It’s a very exciting and high-potential market-in 
fact, the fastest-gi'owing category in the entire restaurant 
industry. Start-up costs for delivery depressed our restaurant 
profits, which would have been up moie than 10 percent from 
last year. Nevertheless, we’re confident our investment in.this 
emerging market will produce solid returns in the future. 

Although the total restaurant industry was somewhat 
sluggish in 1980, it began to i-ecover late in the year, led by the 
quick service segment. Our performance impmved in the 
fourth quarter, and the momentum continues to build in 1987. 

Restoring Profit Growth at Frito-Lay 

Frito-Lay had a disappointing year-but I must put that state¬ 
ment in context because Frito-Lay routinely sets its sights 
much higher than most businesses. PVito-Lay was very profit¬ 
able in 1980, our returns remained high, volume was up and 
dollar sales set a record for the 18th consecutive year. Never¬ 
theless, operating income was down somewhat. 

The primary reason was that consumer resjionse to 
several nevv products did not meet our expectations. Many of 
the items were outside hYito-Lay’s traditional salty snack cat- 
egory, and their attributes were not as easily understood as a 
new variety of potato or corn chips. 

The relatively modest sales increase these new products 
generated simply could not offset the significantly higher 
promotional spending necessary to support them. 

We’re confident we’ve taken the corrective actions neces¬ 
sary to restore Frito-Lay’s vitality and its customary pattern 
of annual earnings gixiwth. We’ve withdrawn the under- 
performing products, eliminated incremental promotional 
expense and taken all necessary write-offs. 

We’ll continue to build our snack food business primarily 
thniugh our very prafitable major brands. That certainly 
doesn’t mean we’ve abandoned new products, which have been 
the driving force behind the remarkable gi’owlh and profitabil¬ 
ity Frito-liay has achieved over the past decade. But we plan 
to take advantage of our 198(1 experience as we develop and 
more carefully test other new snack foods. 


Don Kendall’s Legacy of Leadership 

After more than two decades as our chief executive officer, 
Don Kendall ratired in May to become Chairman of the 
Executive Committee. There ara many measures of this 
ramarkable man, but consider just two: 

• The Board of Editors of Fortune magazine has just 
selected Don for induction into the National Business Hall of 
Fame, which recognizes “outstanding business leaders who 
have contributed significantly to the gix)wth of the private 
enterprise system and of this country.” Don joins such busi¬ 
ness legends as Andraw Carnegie, Thomas Edison, Alfred 
Sloan and John D. Rockefeller. 

• FYom an entirely different perspective, the NAACP Legal 
Defense and Educational Fund awarded Don its first Equal 
Justice Award. The Fund recognized Don’s leadership in 
public affairs and social responsibility, noting: “By demon¬ 
strating throughout his career a genuine openness of mind, 
a restless searching for ftesh opportunity and a spaciousness 
of vision often all too rare in the higher raaches of corporate 
life, Don Kendall has pn)vided for futura generations a model 
of enlightened, progressive and authentic patriotism- 
blended with true citizenship of the world and a lifelong, 
unshakeable dedication to the cause of equal justice.” 

Don’s rich legacy includes a management team of excep¬ 
tionally talented men and women. Every one of the positions 
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Continuing 
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in the management transition Don planned was filled ft-om 
within our company, evidence of our management depth. 

And our organizational structure remains lean and informal, 
based on open and honest communications among people of 
the highest integinty. 

We put our best talent against our most important 
challenges. That’s why in November Mike Jordan, who was our 
corporate president, took on new responsibilities as President 
and Chief E.xecutive Officer of PepsiCo Worldwide Foods. 

We realized the importance of returning our snack foods 
business to double-digit levels of growth and profitability, and 
Mike clearly was the best choice for this critical position. He 
already has made important progi*ess against that key 
objective. 

We also further decentralized our operations by creating 
PepsiCo Worldwide Beverages, under the leadership of 
Roger Enrico, President and CEO of Pepsi-Cola Company. 
Roger was elected to our Board of Directors in Februar>^ 1987. 


strength and sound business strateg^ies that will enable us to 
achieve impressive results in highly competitive markets. 

Solid Operating Gains Ahead in Each Segment 

The outlook for PepsiCo is very bright. Our management team 
is committed to achieving the highest possible returns in each 
of our operations. W(ril continue to increase shareholder value 
by .striking an effective balance between long-term prefit 
growth and annual improvements in financial results. 

1986 was a very good year. We expect 1987 to be even bet¬ 
ter. We believe we can again achieve double-digit growth in 
earnings per share. And, more importantly, we believe we can 
achieve strong growth in operating profits in each of our busi¬ 
nesses. By maximizing the value of your investment in 
PepsiCo, we hope to maintain your continuing support as a 
shareholder. 

Febmary 26, 1987 


A Continuing Commitment to Growth 

Annual Reports, by their nature, are historical documents, 
highlighting past results. We’ve taken a somewhat different 
approach this year that we hope will be more useful. 

In covering each of our major businesses, we’ve tried to 
put our actions in perspective by describing the markets in 
which we operate and our leadership positions in them. More 
importantly, we also outline the strategies for growth behind 
both our performance in 1986 and our prospects for the 
future-when the “New Generation” grows up. 

Since 1980 we’ve introduced new products that in 1986 
accounted for U.S. retail sales totaling nearly $5 billion. This 
clearly demonstrates the success of our business strategies and 
our commitment to volume giwth. Our past achievements 
give us confidence in our ability to achieve consistently high 
levels of profitable growth in the next five years, as w^ell. 

In a fast-paced and highly competitive business environ¬ 
ment, we obviously can’t reveal precisely what actions we’ll 
take in the future. What w^e do hope to communicate is that we 
have the quality products, resourceful management, financial 
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Gro^h Through New 
Products^ PepsiCo Style 

A successful new product-that’s frequently 
one of the best and fastest ways for a con¬ 
sumer products company to grow. 

Of course, not every new product will 
be a success. It not only has to meet 
consumer demands, but satisfy bottom-line 
profit requirements as well. 

At PepsiCo, our new product batting 
average is not perfect. But we succeed more 
often than most companies. And our suc¬ 
cesses tend to be major ones, by virtually 
any standard of measurement. 

Tb provide some insight into our 
approach to growing the business through 
new products, we’ve focused on the best recent 
example of just how successful a new product 
can be: Slice. 


Slice 


Growth Through New Products, PepsiCo Style 


More than 2,000 new food and beverage 
products are introduced every year. 
Some 95 percent of them fail. 

Retail sales of “successful” new 


The point 
of difference: 
10 percent 
fruit juice. 



The original concept behind Slice was a 
better-tasting lemon-lime soft drink. But 
what appealed most to consumers was the 
addition of fruit juice. 


grocery products average well under 

$100 million a year. 

And then there’s Slice: 

• the first soft drink with 10 percent 
fruit juice. 

• one of Fortune magazine’s 10 best new 
products of 1986 and the industry’s 
“hottest” entry. 

• a brand that didn’t even exist until 
June 1984, but whose enormous popu¬ 
larity produced I'etail sales of almost 
$1 billion in 1986. 

• a beverage that reached a new 
category of consumers and expanded 
the entire soft drink market. 

• already one of the top five soft drink 
trademarks, it covers a growing prod¬ 
uct line including the number one 
orange flavor in the United States. 

In some ways Slice is unique. Few 


new products reach retail sales of a 
billion dollars in only their second year. 

But Slice also typifies the success of 
PepsiCo’s continuing emphasis on prod¬ 
uct innovation. And it clearly demon¬ 
strates one of PepsiCo’s major 
strengths: the ability to stimulate 
growth through our own actions. 

Here’s how we did it with Slice: 

Find a point of difference 

When we look for a new product, we 
look for a big idea. 

In early 1982 PepsiCo was develop¬ 
ing a lemon-lime soft drink for a seg¬ 
ment of the market when.^ we weren’t 
well-i* *epresented. 

But a good-tasting lemon-lime 
would only be another entry on an 
already crowded gi'ocery store shelf. 

The major challenge: create a com¬ 
petitive edge-a point of diffei'ence. 

The creative insight: the major 
successes in the soft drink market over 
the past decade involved faking 
something out of the product-calories 
and caffeine. What if we added some- 
thing-i>omething that reflected quality, 
value, wholesomeness? 

The answer: add fruit juice. 

The technical problem: adding juice 
generally makes a soft drink appear 
cloudy, and U.S. consumers prefer their 
drinks clear and sparkling. Could we 
produce a juice-added soft drink, of 
consistently high quality, that was clear 
and sparkling? 

Taking prudent business risks is an 
essential part of our corporate culture. 
And this was exactly the type of risk we 
believe in taking. 

Don’t take for an answer 

Pepsi-Cola’s research and development 
team went into action-developing 
countless formulations and testing their 
taste, quality, clarity and shelf stability. 

The result: a continual stream of 
failures, month after month. 

The juice-based product soured. 


Slice: Now a 
$1 billion brand. 


(In Dollars) 



clouded, turned color and quicxly dete¬ 
riorated. At best, it was inconsistent. 
Conventional wisdom said it just 
couldn’t be done-and lab tests seemed 
to prove it. 

But as long as there was something 
else to try, “No” was not an accept¬ 
able answer. 

Persistence paid off. 

Finally, in the spring of 1988, one 
laboratory batch came out perfect. It 
was a clear, delicious, refreshing drink- 
and it maintained its quality. 

There was just one small preblem. 
We couldn’t duplicate the .sample under 
real-life production conditions. 

It w’as back to the lab for severel 
more months of intensive effort., 
followed by production tests in prototype 
bottling lines we set up in company- 
owned plants. 

Finally, in the fall of 1988, it, all came 
together: a lemon-lime soft drink with 
10 percent juice-crystal clear-with a 
light, crisp, juicy taste-in both regular 
and diet versions. 

The R&D team was convinced that 
the problems were behind them. They 
nicknamed the new drink “Overlord,” 
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after the code name for the Normandy 
invasion. Consumers would love it, and 
it would surprise and overwhelm the 
competition. 

The celebration was premature. 

Keep the focus on the consumer 

The new^ beverage uhis delicious. But in 
early taste tests, consumers just w^ere 
not enthusiastic about another lemon- 
lime soft drink, regardless of the gi^eat 
taste. And they didn t recognize the crit¬ 
ical point of difference-fruit juice. 

Something was wrong. So the 
market research team developed a new 
approach: give the panelists all the facts. 
Tell them about the fruit juice-the 
value added, the point of difference. 
After all, that’s what the advertising 
would do. 

That jjroduced the winning com¬ 
bination: a great-tasting product and a 
knowledgeable consumer. 

Test results suddenly showed that 
an overwhelming majority of the panel¬ 
ists preferred the new beverage. 


It was then that the research team 
realized they had been focusing on the 
wrong product characteristic. Consum¬ 
ers were not necessarily interested in 
another lemon-lime product, but they 
w^ere vei^ interested in a soft drink with 
juice added. 

That was the Pepsi-Cola team’s 
first indication of w'hat the new 
product really meant: not just another 
soft drink, but an entirely new category 
of soft drinks. 

Rely on individual effort 
and creativity 

Before the new drink could be test- 
marketed, it needed a brand name, a 
package and promotional support . 

Creativity is not a job for commit¬ 
tees-at least not at PepsiCo. Individual 
effort is what really counts. That’s why 
the staff’ at this critical stage totaled 
only two people: the vice president of 
new product development and the 
product’s brand manager. 

Working at a feverish pace with 


More than a new product— 
a new category. 



A brand that didn't even exist until 1984, Slice is now an entire line of soft drinks, 
including the number one orange flavor in the United States. 


High-impact 
advertising 
emphasized 
juice and 
refreshment. 



Slice promotions identified the point of 
difference and effectively communicated 
it to consumers. The results: Slice was 
named one of the best new products of any 
type in 1986 and the soft drink industry’s 
“hottest” new' entry. 


package designers, marketing experts 
and personnel from the J. Walter 
Thompson advertising agency, this two- 
person team created the name “Slice,” 
the easily I'ecognized package and the 
theme “We Got the Juice” -a clear 
statement of the distinctive consumer 
advantage of Slice. 

Television commercials took a fresh 
approach to soft drink advertising. They 
showed huge slices of fruit blasting 
through crystal clear liquid, providing 
high impact and instant recognition. 

Commit our resources quickly 
but carefully 

Our network of bottlers-franchised and 
company-owned-provides two major 
competitive advantages that most con¬ 
sumer products companies don’t enjoy. 

First - each bottling operation is rel¬ 
atively small and confined to a specific 
geographic area. So we can test products 
on a small scale. If the initial results 
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[^ IGrowth Through New Products, PepsiCo Style 


Nationwide promotional support. 



Slice has been in national distribution less than two years, but the trademark is 
already familiar to millions of consumers-and football fans, thanks to the Slice 
airship at Super Bowl XXI. 


Build success on success 


don’t meet our expectations, we can cut 
our losses quickly. We can change the 
product or packaging or promotions, and 
try again in another area. Or drop the 
idea entirely. 

Second-taken as a whole, our 
nationwide network of bottlers is huge. 
So if a new product is a big success in ini¬ 
tial tests, we can quickly expand to 
other markets and even have a new 
product on supermarket shelves coast- 
to-coast in a matter of weeks. 

That was the case with Slice. It was 
introduced in Tblsa, Okla.-in both 
regular and diet versions. Customers 
loved it and quickly came back for more. 

Results wei'e the same in every 
test market. Lemon-lime became the 
fastest-growing flavor category. And 
Slice was responsible for virtually all 
that growth. 

By the end of 1985, Slice was avail¬ 
able in 80 percent of the country, and 
clearly on a roll. 


At PepsiCo, a top-selling product is not 
the happy ending of a success story. 

It’s only the beginning. 

The addition of fruit juice was the 
point of difference that counted most 
with consumers. The lemon-lime flavor 
was only the first chapter, and in late 
1985 Pepsi-Cola’s R&D team started 
work on new Slice flavors. Slice was 
soon to become an entire line of 
juice-added drinks. 

The first line extension was 
Mandarin Orange Slice. It’s now the 
leading orange soft drink, even though 
it’s currently available in only 60 per¬ 
cent of the United States. Quickly 
following were Cherry Cola Slice and 
Apple Slice, all in regular and diet 
versions. 

By year-end 1986, retail sales of 
Slice had reached the one billion dollar 
mark. It was the number five trademark 
in the 100-year-old soft drink industry. 


Its popularity had spawned a ji^up of 
imitators, and Slice is now the leader 
in the new juice-added soft drink 
category-a category it created. 

We had once again demonstrated 
the ability to stimulate our own growth - 
to create and then exploit big opportu¬ 
nities in big markets. 

The Slice story: New products that 
broaden our business base and extend 
our reach to new consumers. It’s also 
the story of Personal Pan Pizza and 
Priazzo Italian pie from Pizza Hut, 

Thco Salad from Tkco Bell, and O’Gradys 
brand potato chips from Frito-Lay. 

In fact, the new products we’ve 
introduced in the United Statc'S since 
1980 accounted for retail sales in 1986 
of nearly $5 billion. 

The qualities that produced our 
dramatic gi'owth in the past are still 
very much a way of life at PepsiCo today. 
And they give us the confidence that 
well be able to create our own opportu¬ 
nities and drive our own growl.h for 
years to come. 


Juice<added: 

5% of all 
soft drinks. 



.Juice-added 5 % 


Pepsi-Cola’s major presence in Ihe cola 
market is complemented by the leadership 
of Slice in the juice-added market. 
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The New Generation: Growth x 
Opportunities and Business Strategies 

On the following pages we review our markets, competitive 
positions, opportunities and long-term strategic objectives. 

We also report on our performance against these . - ‘ 

objectives in 1986. ' '5- fy '% 
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The New Generation: Growth Opportunities and Business 



Market Perspective 

Americans consume more soft drinks 
than water-about 42 gallons a year for 
every man, woman and child. More soft 
drinks than milk, wine, juice, tea and 
liquor-combined. This adds up to an 
enormous soft drink market in the 
United States-seven billion cases which 
account for $^39 billion in retail sales. 

And per capita consumption over the last 
five years has been growing at an average 
annual rate of about four percent. 

Despite this record level of con- 
sumption-and decades of continuing 
increases-industry growth shows no 
signs of leveling off. 

That's because the soft drink con¬ 
sumption patterns acquired during 
youth are being maintained as the U.S. 
population ages. And diet and juice- 
added soft drinks are appealing to an 
even wider range of adult consumers. 

The international soft drink mar¬ 
ket, estimated at 11 billion cases, offers 
even more potential. While the U.S. 
market includes some 240 million peo- 


A one-third share 
of a large and 
growing U.S. 
soft drink market. 



U.S. soft drink 
consumption: up 
22 percent 
since 1980. 

42 Gallons 

34.5 Gallons 


1980 1980 

Growing: soft drink consumption shows no 
siiijns of leveling: off. 

pie, the w^orld population is approaching 
five billion. And per capita consumption 
of soft drinks outside the United States 
averages only about four gallons a year. 


PepsiCo Position 

PepsiCo’s U.S. soft drink business- 
about $12 billion in rctail sales- 
accounts for approximately one-third of 
the total market. Over the last five 
years, Pepsi-Cola’s volume has grown at 
an average annual rate of 6.5 percent- 
some 30 percent faster than the in¬ 
dustry’s five percent gi'owth rate. 

Pepsi-Cola’s soft drinks are avail¬ 
able primarily through franchised 
bottlers who manufacture, distribute, 
promote and price the products in their 
communities. 

These franchised bottlers ara com¬ 
plemented by Pepsi-Cola Bottling 
Group (PBG), a network of company- 
owned bottling operations located in 
major markets throughout the 
United States. 



This system of franchised and 
company-owned bottling operations is 
based on a sharing of risk, responsibil¬ 
ity and opportunity. It’s a significant 
marketing and manufacturing advan¬ 
tage that enables the Pepsi-Cola organi¬ 
zation to invest in new equipment and 
business systems-and to efficiently 
respond to consumer demand and intro¬ 
duce new products on a massive scale. 

As a result of aggressive product 
and marketing actions during the past 
several years, Pepsi-Cola has now 
achieved a major presence in all chan¬ 
nels of distribution. 

In the early 1970s, Pepsi-Cola’s 
primary objective was to market the 
best-selling soft drink in supermarkets, 
the largest distribution channel. We 
reached that goal in 1977, and brand 
Pepsi has remained the best-selling soft 
drink in supermarkets ever since. In 
fact, with retail sales of $7 billion, Pepsi 
is the number one U.S. grocery brand of 
ayiy type. And in convenience stores, 
another major distribution channel. 


Pepsi-Cola vs. 
industry growth: 
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U.S. soft drink retail sales: $39 billion. 
Pepsi-Cola share: $12 billion. 


Pepsi-Cola’s total case sales are growinj^ 
some 30 percent faster than the industry. 
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total Pepsi-Cola brands hold the leading 
position. 

With supermarket sales generating 
strong volume and profits, we identi¬ 
fied the food service channel, which 
accounts for one-fourth of all soft drink 
sales, as the next major opportunity 
for expansion. 

The result? The Pepsi-Cola system 
now services an estimated 30 percent of 
the fountain syrup segment. In fact, our 
fountain share has grown 50 percent 
since a separate Pepsi USA Food 
Service Division was formed eight 
years ago. 

Another key distribution channel, 
vending, accounts for about 13 percent 
of soft drink sales. In 1981 we launched 


a major program to increase our share 
of this segment. 

We’ve also increased our share of 
the overall soft drink market in other 
w^ays, including expanding our presence 
in both the cola and flavor segments. 

Until 1964 we had only one strong 
brand-Pepsi-Cola. Then we added a 
diet cola-Diet Pepsi, Americas first 
national diet soft drink-followed by 
Mountain Dew in the flavor segment. 
We expanded further in 1982 with 
caffeine-free colas and in 1984 with 
Slice. 

We’re also beginning to expand our 
presence in international markets, which 
generate 19 percent of all PepsiCo soft 
drink sales. 



Soft drinks are the lars:est-.sellins: grocery 
brand product. And brand Pepsi is the 
best-selling soft drink in this largest of all 
distribution channels. 


Pepsi-Cola: the best-selling 
brand of any product 
in supermarkets. 


Our competitive position was dra¬ 
matically strengthened with our 1986 
acquisition of Seven-Up International. 
It significantly expanded our base of 
operations outside the United States, 
increasing our case volume by nearly 
20 percent. 


Strategies for Growth 

Several fundamental strategies have 
accounted for our growth in the past 
and will guide our continuing expansion. 
These are: 

1. Emphasize brand Pepsi. 

2. Build a strong portfolio of 
brands. 

3. Increase fountain syrup and 
vending sales. 

4. Leverage the operational excel¬ 
lence of our company-owned bottling 
system. 

5. Focus on high-potential but still 
underdeveloped international markets. 

Our strong position in a growing 
market enables us to pursue all these 
strategies simultaneously. 


Performance 

Soft drink performance continued to be 
outstanding in 1986, posting record 
levels in every impoi'tant business 
category: share, volume, and profit¬ 
ability. In fact, over the last four years, 
Pepsi-Cola has been growing an average 
of nearly 50 percent faster than the 
industry rate. Strategies to maintain 
this momentum include: 

1. Emphasize brand Pepsi 

Soft drink preferences are often ac¬ 
quired at a young age. So Pepsi plays a 
special role in our overall marketing 
effort. It has broad-based appeal to all 
consumers, young and old. And as the 
flagship brand, generating more than 
half our soft drink sales, it sets an excit¬ 
ing tone for all our products. 

In 1987 the centerpiece for our 
“New Generation” promotions is the 













Half of the top 
10 restaurant 
systems 

serve Pepsi-Cola 
products. 


Pepsi-Cola has about a 30 percent share of 
the fountain syrup market. Our soft 
drinks are available in five of the top 10 
chains, led by Burj^er King, the second- 
largest restaurant system in terms of 
dollar sales. 


reunion of Pepsi and superstar Michael 
Jackson, an a^eement that will be sup¬ 


ported by worldwide promotions, bi^eak- 
through advertising and music events. 


2. Build a strong 
portfolio of brands 


Tbtal share of the retail market for all 
Pepsi-Cola brands hit an all-time high 
of neaidy 31 percent. 

Diet Pepsi is an excellent example 
of our ability to increase market share 
by building a strong portfolio of brands. 
In fact, last year was the best year ever 
for Diet F*epsi, and today it’s the fourth 
largest-selling soft drink in the nation. 

The success of Diet Pepsi in the 
intensely competitive diet cola market 
is reflected in 1986 sales that were up 18 
percent from the prior year, and a total 


of 52 percent from 1984. In foodstores 
the rate of increase of Diet Pepsi made 
it the fastest-growing diet cola for the 
second straight year. 

Diet soft drinks now represent 
almost 25 percent of the market, and 
that share continues to grow, stimulated 
by their increasing popularity among 
males. We’re responding to these addi¬ 
tional opportunities with new Diet Pepsi 
advertising and bold new gi^phics that 
appeal to a broader range of consumers. 

Mountain Dew, long a favorite of 
young consumers, also achieved signifi¬ 
cant gi’owth in 1986, up more than six 
percent from the prior year. 

At the same time as we were 
increasing the sales of our existing 
brands, we capitalized on the success of 
an entirely new brand-Slice. In 1986 
Slice accounted for more than 60 percent 
of our total U.S. case volume growth. 
(See the section on Slice, page 7.) 


3. Increase fountain syrup 
and vending sales 


Our emphasis on these two important 
distribution channels has already 
achieved imprassive results. 

In fountain syrup it took Pepsi-Cola 
80 years to reach the 50 million gallon 
sales level. But the next 50 million gal¬ 
lons took only eight years. Since 1979 
the division has increased its share by an 
average of nearly 1.5 points per year. 

A key to this growth-and to the 
promise of even greater gains in the 
futui’e-is the unique and local service 
Pepsi-Cola offers our fountain system 
accounts through Pepsi-Cola bottlers. 

Among restaurant chains, which 
represent more than two-thirds of the 
total, we now have more than 25 percent 
of the market. And our soft drinks are 
available in half the top 10 quick service 
restaurant systems. 

In local food service accounts, 
which represent about a third of total 
fountain syrup volume, 1986 sales grew 


even faster-in fact, at several times the 
industry rate. 

In the vending market, we’re also 
beginning to make significant inroads. 
Thanks to a systemwide focus on this 
highly profitable channel, our vending 
volume has increased by almost 25 
percent in the last three years. 

As our success in the fountain and 
vending channels provides still addi¬ 
tional resources, we’ll accelerate our 
development of these markets. 


4. Leverage our 
operational excellence 


In 1986 PBG, our company-owned 
bottling operations, achieved the high¬ 
est profit growth of any of our divisions 
-up 66 percent including the results of 
our acquisitions. 

PBG accounts for nearly one-third 
of Pepsi-Cola’s U.S. volume, up from 23 
percent in 1985. The network now 
includes 48 plants, 151 distribution sys¬ 
tems and more than 4,000 sales routes. 


Volume growth: 
PBG vs. industry. 


Change) 
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r*epsi-Cola Bottling Group has been 
adding production capacity and market 
share for the past several years. 
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During 1986 our gi'owth prospects 
and operating efficiencies wei’e signifi¬ 
cantly enhanced with the purchase of 
ME I Corporation, Pepsi-Colas third 
largest bottler. This addition, plus the 
purchase of several smaller bottling 
operations in 1986 and the acquisition of 
Allegheny Pepsi-Cola Bottling Company 
in 1985, increased PBG's total produc¬ 
tion capacity by some 100 million cases. 

PBG operating profits are already 
benefiting fram economies of scale. 
These include national purchasing con¬ 
tracts and aggressive investment in cost 
reduction programs, such as warehouse 
consolidation and bulk delivery. 

PBG volume growth has consider¬ 
ably outpaced the industry for the last 
several years. And wdth its expanded 
base, PBG is even better positioned 
to take advantage of competitive 
opportunities. 

5. Focus on high-potential, 
but underdeveloped 
international markets 

Pepsi-Cola has built an increasingly 
important position in the international 
cola market. And now^ with the July 
1986 acquisition of Seven-Up Interna¬ 
tional, we have a leading position in the 


lemon-lime segment, which accounts for 
15 percent of the international soft 
drink market. As a result of this broad¬ 
ened business base, I*epsi-Cola Interna¬ 
tional (PCI) achieved record volume 
levels-up six percent in 1986. 

Our soft drinks are now^ available 
in nearly 150 countries and territories, 
and we hold a leadership position in 45, 
including such major markets as 
Venezuela, the Soviet Union, China 
and Egypt. 

In addition to increased sales, the 
acquisition of Seven-Up International 
provides the critical mass necessary to 
achieve major inroads in world markets. 

Outside the United States, brand 
TUP is sold in 85 countries, and in 55 of 
these it’s the leading lemon-lime soft 
drink manufactured by a multinational 
producer. The acquisition also provides 
the opportunity for expansion into coun¬ 
tries where PCI sells Pepsi-Cola brands, 
but where TUP is not yet available. 

Several high-potential international 
markets have been identified for further 
development over the next five years, 
including the Soviet Union. By the end 
of 1986, the Soviets opened their 16th 
Pepsi-Cola plant, increasing capacity to 
some 35 million cases a year. 


TUPopens the international 
lemon-lime market to PepsiCo. 



Overnight, the purchase of Seven-Up 
International put Pepsi-Cola Inter¬ 
national within range of becoming 
the international lemon-lime market 
leader. The purchase gives us exclu¬ 
sive rights to the TUP brand in all 
markets outside the United States. 

Seven-Up International is the 
third largest soft drink company 
outside the United States. It was 
purchased from Philip Morris Com¬ 
panies Inc., in July for $246 million 
in cash. 


High-potential 
foreign markets: 

Per capita consumption of soft drinks 
is growing, but still low compared 
to U.S. averages. 

United States: 42 gal. per capita 



China: .2 gal. per capita 



Brazil: 10.5 gal. per capita 






Netherlands: 15.2 jfal. per capita 
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Another market with tremendous 
potential is the People’s Republic of 
China, where Pepsi-Cola is already the 
largest multinational bottler. In China, 
the world’s most populous nation with 
nearly 1.1 billion people, the total soft 
drink industi’j^ is only about 200 million 
cases, or about one quart per person. 
Pepsi-Cola now has two bottling plants 
in that country and is building a third, 
which will bring annual capacity to 
15 million cases. 

PCI also is strengthening its opera¬ 
tions in more developed markets. PCI’s 
newest joint venture is Britvic Corona, 
a partnership with Britvic Soft Drinks, 
Ltd., one of Great Britain’s largest 
beverage companies. This partnership 
is expected to triple distribution of 
Pepsi-Cola products in Great Britain, 
and provide additional access to the pub 
and restaurant trade through an already 
well-established system. 

These actions are expected to 
provide a basis for continuing giwih. 


Managemenf s Analysis 

(Note: the following discussion should 
be read in conjunction with “Business 
Segments” on page 32.) 

1986 vs. 1985 

Soft drinks sales increased 32 percent, 
and operating profits improved 23 per¬ 
cent over 1985. This gi-owth reflected 
strong sales and profit gains from 
domestic operations and the positive 
impact of the acquisitions of ME I 
Corporation, Seven-Up International 
and Allegheny Pepsi-Cola Bottling 
Company. Excluding these acquisitions, 
1986 sales and operating profits rose 12 
percent over 1985. 

The following discussion focuses on 
comparisons excluding the impact of 
these acquisitions. 

The 1986 domestic sales improve¬ 
ment reflected continued strong volume 


gains in company-owTied bottling opera¬ 
tions and in concentrate shipments to 
independent franchised bottlers. Do¬ 
mestic bottler case sales increased by 
seven percent in 1986, with strong gains 
in Diet Pepsi, new Slice flavors and 
fountain syrup sales. 

Foreign sales growth was also 
strong, reflecting strengthening foreign 
currencies and increases in concentrate 
shipments to Canada and the Mediter¬ 
ranean region, partially offset by 
declines in Venezuela. Foreign bottler 
case sales rose six percent in 1986, led 
by Brazil, Argentina and the Mediter¬ 
ranean region. 

Strong domestic profit growdh in 
1986 resulted from volume gains and 
improved operating margins in 
Pepsi-Cola’s company-owned bottling 
operations. 

Foreign results in 1986 reflected a 
$19 million gain (including $11 million of 
interest) from the collection of a receiv¬ 
able written off in 1978. P^oreign results 
in 1985 included a $26 million credit rep¬ 
resenting a favorable adjustment to the 
$156 million charge in 1984 related to 
the planned sale of several company- 
owmed bottling operations. Excluding 
these credits in both years, foreign 
results w^ere even with 1985, as modest 
operating gains w^ere offset by a write¬ 
off of goodwill. 

1985 vs. 1984 

Sales in 1985 advanced six percent as 
significant domestic gains were par¬ 
tially offset by lower foreign sales. 

The 1985 domestic sales growth 
was due largely to a significant increase 
in shipments to independent franchised 
bottlers and volume gains by company- 
owned domestic bottling operations. 
Domestic bottler case sales rose 10 
percent over 1984 as a result of the suc¬ 


cessful introduction of Slice, growth of 
Diet Pepsi and the strong performance 
of brand Pepsi. 

P^oreign sales in 1985 were slightly 
lower than 1984 due to the sale of several 
company-owmed bottling operations. 
P^oreign bottler case sales improved tw^o 
percent in 1985. 

Segment operating profits more 
than tripled in 1985 as a result of the 
$26 million credit in 1985 and the $156 
million charge in 1984 related to the 
planned sale of several foreign company- 
owned bottling operations. Excluding 
the 1985 credit and the 1984 charge, 
segment operating profits increased six 
percent in 1985. 

Domestic profits wei'e even with 
1984, as strong sales gains were offset 
by increased levels of competitive 
spending, primarily associated with the 
introduction of Slice. 

Excluding the 1985 cradit and the 
1984 charge, foreign profits w^ere up sig¬ 
nificantly over 1984. The 1984 foreign 
results w’ere depressed due to substan¬ 
tial operating losses from the company- 
owned bottling operations. 


Net Sales Operatinjf Profits 

($ In Millions) ($ In Millions) 

4000 400_ 



*lncludes impact of unusual charges and credit related 
to foreign bottling openitions. See pages 42 and 4S. 
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Snack Foods 


Market Perspective 

America is a nation of snackers. Retail 
sales of snack foods totaled $24 billion in 
198b. Salty snacks are one of the largest 
segments of the snack food market, ac¬ 
counting for more than $b billion in sales. 

In the last five years, salty snack 
sales have increased at an average an¬ 
nual rate of nine percent. That’s slightly 
less than in previous years, but wStill 
more than 50 percent faster than sales 
of the average grocery product. And in 
1986, generally considered a sluggish 
year for the salty snack industry, sales 
were up almost six percent-and once 
again grew faster than grocery products 
in general. 

The U.S. snack food market contin¬ 
ues to be very attractive- for its sheer 
size, which can make even modest 
growth in dollar sales highly profitable, 
as well as for its responsiveness to new 
proflucts and pmmotions. 

The salty snack food market outside 
the United States is estimated at 
$5 billion. Consumption in most inter- 


A large and 
growing snack 
food market. 



U.S. snack food retail sales: .$24 billion. 
FYilo-Lay share: billion. 


A nation 
of snackers— 
eating more than 
ever before. 


11.8 lbs 



1980 im\ 


U.S. salty snack food consumption has 
grown some 25 percent between 19S0 
and 1986. 

national markets is very small by U.S. 
standards and is just beginning to build, 
offering excellent growth opportunities 
for PepsiCo. 


PepsiCo Position 

With retail sales of more than $3.5 
billion, Prito-Lay is the leader in the 
domestic salty snack market. 

Frito-Lay’s growth has been excel¬ 
lent by any measure. In 1986 Frito-Lay 
achieved its 18th consecutive year of 
increased sales-with a growth rate 
nearly one and one-half times the 
average of all grocery store products. 

FYito-Lay’s exceptional growth is 
due in large measure to top (juality 
products with w^ell-knowm brand names 
that are extensively promoted through 
high-impact advertising. 

Another key factor in Frito-Lay’s 
success is its extensive manufacturing 
and distribution system-a network of 
nearly 1,800 facilities throughout the 
United States. Products are delivered 
directly to supermarkets as w^ell as 


small retail outlets by a salesforce num¬ 
bering more than 10,000 persons. This 
system permits us to promote and serv¬ 
ice our products at the point of sale. 

This uni(|ue combination of com¬ 
petitive advantages enables Frito-Lay 
to achieve maximum results under a 
variety of market conditions and to con¬ 
sistently deliver fresh, quality products. 

Outside the United States, PepsiCo 
Foods International (PFI) is a major 
multinational producer of snack foods. 
PepsiCo has company-owned operations, 
joint ventures or franchise operations in 
11 markets. These operations involve 
11,000 employees, 5,000 sales routes 
and 18 plants, and generate retail sales 
of more than $600 million. 

Yet PFI is represented in markets 
that account for only about one-third of 
the total international snack food sales. 
So the potential for growth is enoiTnous. 
And PepsiCo is committed to stimulat¬ 
ing that grow th. 


Frito-Lay brands 
vs. grocery 
product growth: 

(’hanpe) 

10 
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Sales of Frito-Lay brands grew more than 
50 percent faster than the average of all 
grocery products in 1986. 
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Strategy: Increase sales of major 
brands through line extensions. 



= $800 million 


Nacho Cheese and (ind Ranch line extensions have increased retail sales of Doritos, 
Frito-Lay’s largest-selling brand, to $K00 million. 


Strategies For Growth 

Our leadership position ^ves us confi¬ 
dence we can continue to ^ow our busi¬ 
ness and to expand the entiix" snack 
food market. We see oi)portunities in 
three key areas: 

• continuing innovation in snack food 
products, 

• operating efficiencies, and 

• further development of international 
markets. 

Hei-e are five of the fundamental 
strategies we use to exploit these growth 
opportunities: 

1. Continue to grow major core 
brands, utilizing line extensions 
whei'ever possible. 

2. Keej) the focus on the consumer 
through product superiority and brand 
diflfei'entiation. 

8. Selectively introduce new prod¬ 


ucts to reach new market segments and 
expand our customer base. 

4. Reduce costs through incn^ased 
pmductivity, utilizing new technologies 
and manufacturing efficiencies. 

5. Introduce hYito-Lay’s successful 
business systems and products to moi* *e 
of the world’s markets. 


Performance 

Frito-Lay and PFI made important 
strategic gains in 1986 that provide the 
foundation for continuing gix)wth. 

1. Grow core brands 

Seven big bi*ands-each accounting 
for more than $100 million in retail 
sales-pnxluced nearly 80 percent of 
Frito-Lay’s i^evenue in 198(). A primary 
objective is to enhance the gi’owth of 
these coi*e brands. How? Thmugh line 
extensions. Familiar products-but in 
new forms, with new tastes. 

During 1986 Frito-Lay intnxluced 
line extensions to three core brands. 


The i*esult: $250 million in additional 
i^etail sales. 

• Fritos brand corn chips achieved a 
sales increase of 12 percent versus the 
prior year-stimulated by sales of 
the new Chili Cheese variety. Tnat’s 
extraoi'dinary growth for a 54-year-old 
product that alivady is one of the most 
successful in gi'ocery stores. 

• Lay’s bra nd potato chips achieved sig¬ 
nificant sales gi*owth through Lay’s 
Jalapeho & Cheddar potato chips, which 
is capitalizing on the trend toward spicy 
Mexican food. The new flavor led to 15 
percent sales gi'owth for the entire 
brand-more than twice the gi’owth rate 
of the potato chip category as a whole. 

• DoriUi s brand tortilla chips, 
Frito-Lay’s largest brand, grew 11 per¬ 
cent, to more than $800 million in retail 
sales. The Cool Ranch line extension 
accounted for $120 million of this total. 
An added benefit-Cool Ranch broad¬ 
ened the appeal of this number one 
product beyond the traditional U^enage 
segment to the 20 to S4 age group. 

These line extensions, plus inten¬ 
sified marketing of other products, in¬ 
creased sales of Frito-Lay’s core brands 
by four percent. 

2. Focus on the consumer 

During 1986 hVito-Lay spent about $250 
million on high-impact advertising and 
promotion-to emphasize the point of 
difference for hYito-Lay products and 
to help consumers distinguish them 
from competitive brands. In the last 
five years, hYito-Lay has invested 
more than one billion dollars to pro¬ 
mote its brands among a growing 
number of consumers. 



20 














Product superiority, widely I'ecog- 
nized brand names and extensive pm- 
motional support- Frito-Lay keeps its 
focus on the consumer, and the consum¬ 
er’s focus on Frito-Lay brands. 

Potato chip sales 
boosted by 
new flavors. 



3. Introduce new products 

One of Frito-Lay’s most successful long¬ 
term strategies for gix)wing the busi¬ 
ness is to introduce new {)roducts. This 
continuing emphasis on innovation has 
paid impressive dividends and produced 
new brands that become significant con¬ 
tributors to profits. A recent example is 
O’Gradys brand potato chips. Intro¬ 
duced in 1984, it’s now a core brand, 
generating retail sales of more than 
$1(K) million. 

In 1986 hYito-Lay introduced a 
record number of new^ products to stim¬ 
ulate additional volume gi'owth in a 
somewhat sluggish snack food market. 
Some of these new products w^ere mod¬ 
estly successful, but P"rito-Lay’s 
performance objectives are high. As a 
result, several items were discontinued, 
and Frito-Lay focused its resources on 
those products that offered the 
highest gi'owth potential. 

Among the more suc¬ 
cessful new' products 
Frito-Lay introduced in 1986 
is Delta Gold brand potato 
chips. Sales of this new’ 
brand helped push 
Frito-Lay’s total potato 
chips retail sales 
beyond $1.3 billion- 
an increase of 
some eight per¬ 
cent in this major 
market segment. 


Stimulated by new products and 
line extensions, FYito-Lay’s 1986 
potato chip sales reached a 
record $1.3 billion. 


Technological 
improvements 
help offset 
cost increases. 



Technolojfical innovations and pnKluc- 
tivity improvements have enabled 
Frito-Lay to save more than $250 million 
in the last three years alone. 


4. Reduce costs through 
technology and productivity 
improvements 

We also increase profits by reducing 
costs. That’s the goal of “Operation Off¬ 
set” -a major cost renluction pi'ogram 
introduced in 198^^ with the objective of 
offsetting all manufacturing cost 
increases due to inflation. 

“Operation Offset” has achieved 
remarkable success, exceeding its 
goals every year. For e.xample, the total 
cost of manufacturing a pound of prod¬ 
uct rose only three-tenths of one per¬ 
cent in 1986. Over the past three years, 
FYito-Lay has reduced cost increases 
by $250 million. These impravements 
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Sales of PepsiCo 
snack foods 
outside the 
United States: 



Pepsic-o Foods Internationars successful 
introduction of F>ito-Lay products and 
systems in international markets is 
leading to record systemwide sales, up 
14 percent in 1986. 

pay continuing dividends, and demon¬ 
strate that still greater efficiencies are 
attainable in the future. 

Cost saving progi^ams are in opera¬ 
tion at every stage of production and 
distribution. Fore.xample, robot-guided 
vehicles transport finished goods, and 
computer-directed cranes load cases 
onto racks. This i*educes laboi* costs and 
pix)vides more efficient and less expen¬ 
sive storage. 

Other technological innovations are 
being introduced in the sales organiza¬ 
tion. Hand-held computers will elimi¬ 
nate paperwork and give our sales 
i*epresentatives more time to do what 
they do best-sell. 


5. Introduce Frito-Lay’s successful 
business systems and products 
to more of the w orld market 

In major markets throughout the world, 
PFI is implementing systems similar 
to those being used so successfully 
by Frito-Lay in the United States. 

In Mexico, for examjde, PF"I has 
developed a store-door delivery system 
that includes moi*e than 8,000 sales 
representatives calling each week on 
8(K),000 outlets. The result? PFI is the 
leader in this huge market. 

PFI also is successfully introducing 
several Frito-Lay pi*oducts into inter¬ 
national markets. Some examples: 

• Line extensions of Ruffles and 
Doritos brands-and the introduction 
of (TGradys brand potato chips- 
increased dollar sales in Canada by 
18 percent. 

• O'Gradys brand also helped incix^ase 
potato chip volume growth in Australia 
by five percent. 

• A new flavor of Fritos brand corn 
chips in Spain-backed by increased 

ad vertising-nearly doubled unit volume 
and increased our market share. 

As a result of introducing line 
extensions and totally new Frito-Lay 
products into high-potential markets, 
PFI dollar sales, including Joint ven¬ 
tures, inci’eased 14 percent over the 
prior year. Yet, per capita consumption 
overseas is just beginning to build. 


Hi^h-potential 
foreign markets: 

Hijjh- potential markets with low'per capita 
consumption mean opportunities for 
international snack food jjrowth. 

United States: 11.8 pounds per capita 


Existing markets 



Mexico: 1.1 pounds per capita 



Spain: 1.1 pounds per capit a 



Canada: 6 pounds per capita 

Developmental areas 



Europe: .7 pounds t<f 6.2 pounds per capita 



Far Fast: 8.6 pounds per capita 
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Management’s Analysis 

(Note: the followin>(discussion should 
be read in conjunction with “Business 
Segments” on pag^e 32.) 

1986 vs. 1985 

Net sales in the snack foods seg^ment 
rose six j)ercent, reflecting solid volume 
gains both domestically and internation¬ 
ally. F'rito-Lay s total pound shipments, 
excluding discontinued products, 
advanced four percent, led primarily by 
core brand line extensions and new 
salty snack pnxlucts. 

PepsiCo Foods International’s unit 
volume gained six percent, with modest 
growth in Mexico and strong gains in 
Brazil and Spain. 

Operating results in 1986 and 1985 
included charges related to strategic 
decisions to streamline Frito-Lay’s 
product lines. In the fourth quarter of 
1986, FYito-Lay recorded a $52 million 
charge for the discontinuance of certain 
non-salty pmducts and a reduction of 
cookie production capacity. FYito-Lay’s 

1985 operating results included a $16 
million charge ixdated to the discon¬ 
tinuance of cookies in the large-sized 
package. 

As a result, worldwide snack foods 
operating profits declined 13 percent in 

1986 including these charges and three 
percent excluding the charges. Domes¬ 
tically, Frito-Lay’s operating profits 
excluding these charges also declined 
slightly compai'ed to 1985. 

Frito-Lay’s results reflected volume 
gains and moderate pricing w’hich w^ere 
more than offset by higher selling costs 
associated with major investment 


spending programs to support new' 
product and selling strategies. 

Foreign operating profits also 
decreavsed from a strong 1985, primar¬ 
ily reflecting promotional spending in 
Canada and the adverse translation 
impact of the w'eakening Mexican peso. 

1985 vs. 1984 

Net sales advanced five percent, reflect¬ 
ing significant foreign grow th and a 
modest increase at FYito-Lay. In 1985 
Frito-Lay’s total pound shipments, 
excluding discontinued products, fell 
four percent from 1984’s strong perfor¬ 
mance, w'hich featured the introduction 
of O’Gradys. 

PepsiCo Foods International’s 1985 
unit volume increased 20 percent, pri¬ 
marily from significant gains in Mexico. 

Segment operating profits were 
even with 1984. Excluding the 1985 
packaged cookie charge, segment oper¬ 
ating profits advanced four percent, 
with Frito-Lay’s profits benefiting from 
favorable raw material costs and manu¬ 
facturing efficiencies, partially offset 
by higher operating costs. 

The 1985 foreign operating profits 
improved significantly over 1984, pri¬ 
marily due to higher profits in Mexico. 


Net Sales 

(S In .Millions) 
4000 
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Operating I^rofits 
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Market Perspective 

People are eating out moi'e than ever. 

In the United States, total food service 
sales reached a record $127 billion in 
198b. It was the sixth consecutive year 
of industry gi-owth, although the rate 
slowed somewhat. 

How’ever, (juick service restaui’ants 
continue to outperform the industry 
and, in fact, are the fastest-gnwing seg¬ 
ment. Sales total about $50 billion-with 
the hamburger, chicken, Mexican and 
pizza categories accounting for more 
than thive-fourths of the quick ser¬ 
vice segment. 

Several major demographic trends 
create a favorable outlook for restau¬ 
rants, one that is projected to continue 
over the long term: 

• Single-person households now rapre- 
sent almost 24 percent of the U.S. 
population, up from 17 percent in 
1970. And single people generally eat 
mora meals away from home than 
do families. 


PepsiCo system 
share of the 
U.S. quick service 
market segment: 



U.S. quick ser\ ice restaurant 
sales: $50 billion. 

Pepsi('o systemwide share: $0 billion. 


Demographic 
trends create 
a favorable 
outlook 

for restaurants. 

• More disposable income 

• More single people 

• More working women 

• More two-wage earner 
households 

• More food consumed away 
from home 


• The trend toward mora women work¬ 
ing away from home is also benefit¬ 
ing the restaurant industry. As more 
women enter the work force, the need 
for convenience foods, carryout 
service and delivery becomes even 
greater. 

• The increase in two-wage earner 
households means more families with 
more money to support their need for 
quicker, more convenient foods. The 
number of two-w'age couples has 
increased from one-third of married 
households in 1970 to almost half now. 

In addition, disposable income is 
increasing dramatically. IPs projected 
to reach nearly $4 trillion by 1990. 

The international restaurant market 
is even larger, more attractive and 
faster growing than in the United 
States. And the demographics are simi¬ 
larly favorable-an increasing percent¬ 
age of working women and a burgeoning 
working middle class with a larger 
disposable income. 


PepsiCo Position 

With the purchase of Kentucky Fried 
Chicken (KFC) in October 1986, 
PepsiCo now has the largest number of 
rastaurants in the world. We re the 
leader in three of the four largest-and 


fastest-growing- chain restaurant 
categories: pizza, chicken and Mexican 
food. The growth of these segments is 
expected to continue outperforming 
the industry. 

PepsiCo’s systemwide sales in 
these rapidly gi'owdng segments now 
total more than $7 billion worldwide: 

• In the $11 billion U.S. pizza category. 
Pizza Hut’s 20 percent share is one 
quarter larger than its closest 
competitor. 

• KFC commands 45 percent of the 
S5.5 billion U.S. chicken category. 
Outside the United States, KFC is 
the only major quick service chicken 
restaurant system. 

• And in the $2.8 billion Mexican 
category, Thco Bell has over half of all 


The largest 
restaurant 
chains 
in the world: 

With the addition of KFC, PepsiCo owns 
three of the top Id restaurant chains and is 
the largest system in the world. 

(Units) 

lINKN) 
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Restaurant 
market shares: 



U.S. chicken restaurant market: $5.5 billion. 
Kentucky Fried C'hicken share: $2.5 billion. 



U.S. pizza restaurant market: $11 billion. 
Pizza Hut share: $2.2 billion. 



U.S. Mexican restaurant market: $2.2 billion. 
Tbco Hell share: $1.2 billion. 


quick service sales, making it more 
than five times larger than its nearest 
competitor. 

In international markets the quick 
service restaurant industry is just 
beginning to develop-and PepsiCo is 
already well-positione<l to take advan¬ 
tage of the growth potential overseas. 


Strategies For Growth 

We believe thei-e are significant oppor¬ 
tunities for substantial giwth in the 
quick service I'estaurant industry. 
Because of our leadership position in 
three large and rapidly growing seg¬ 
ments of this market, we can aggi'es- 
sively pursue several major strategies 
simultaneously: 

1. Introduce new menu items, 
including product line extensions. 

2. Expand distribution channels 
and customer base. 

3. Further improve operational 
excellence. 

4. Rapidly develop new units. 

5. Strengthen our overall prosence 
internationally by concentrating on 
high-potential markets, and expand 
operations through strong franchisees 
and joint venture partners. 


Performance 

Each of our rostaurant systems applied 
these strategies in slightly different 
ways to achieve maximum results 
in 198b. 


1. New menu items 

Taco Hell-In the last three years. 

Taco Bell has introduced seven major 
new products, which have accounted for 
a significant portion of the system’s 
exceptional gix)wlh. These products 
reach new^ consumer gi*oups and are cur- 
rontly generating more than one-third 
of all dollar sales. 

The momentum continued in 198(). 

Seafood Salad, served in a fluted 
tortilla shell, is a menu choice not found 


in most other Mexican quick service 
restaurants. It attracts the increasing 
number of consumers interested in 
lighter foods and in fish dishes. 

The Double Beef Burrito Supreme 
is an important new line extension and 
has increased burrito sales by nearly 
50 percent. 

Pizza Hut-The latest new product suc¬ 
cess is Priazzo, a delicious Italian pie 
w ith a top and bottom crust stuffed wdth 
a variety of ingredients and topped with 
cheese. Introduced during the summer 
of 1985, the Priazzo line was expanded 
this year with two new^ versions. 

The result: Priazzo retail sales now^ total 
$230 million. 

KFC-The customer base is being 
expanded by nonfried foods and light, 
healthful meal and snack alternatives, 
as w^ell as by an increased emphasis on 
lunchtime items. 

Chicken Littles small chicken sand¬ 
wiches, perfect for lunch and snacks, 
have achieved exceptionally strong 
rosults in test market. In fact, Chicken 
Littles are outscoring any other prod¬ 
uct KFC has ever tested. 

Oven roasted chicken-a delicious 
chicken quarter, marinated and sprin¬ 
kled with a special seasoning mix-is 
also doing well in test market. 


Fastest-growing 

categories: 


Mexican 


2oa I 

Pizza 


1 

Hamburf^er 



Chicken 

12a 



Compound annual jrnm th ralo. 19S1 

PepsiCo is the leader in three of t he four 
fastest-growing? quick sen ice restaurant 
categories. 


26 












2. Expand into new markets and 
new' distribution channels 


There are two primary examples of 
this str.iteg>' in 1986: The acquisition of 
Kentucky Fried Chicken and the entry 
of Pizza Hut into home delivery. 


Restaurant sales growth: 

I’ep.sit'o franchise and company-owned restaurants have consistently achievwl higher 
sales per unit than industry averages. Systemwide sales now total m<ire than .$7 billion. 


attractive restiurant markets, PepsiCo 


1981 

1982 

198:3 

1984 

1985 

1986 

5 Yr. 9f Growth 

accjuired KFC because it’s the largest 

KFC 

375 

388 

431 

459 

502 

529 

7.1 

and best-known (juick service chicken 

PH 

301) 

351 

412 

435 

457 

408 

8.9 

ix?staurant system in the world. Thanks 

TB 

385 

390 

430 

539 

550 

500 

7.8 

to excellent management and a I'evital- 
ization pi'ogi’am begun in the late 197()s, 

KFC has consistently outperformed the 

Systemwide Sales ($ Billions)* 







1981 

1982 

198:3 

1984 

1985 

1986 

5 Yr. Gn)W'th 

KFC 

2.3 

2.4 

2.0 

2.9 

:3.i 

3.5 

8.8 

restaurant industry over the past 

several years. 

PH 

1.2 

1.3 

1.0 

1.8 

2.0 

2.2 

12.9 

In 1986 net sales wei*e up 19 per¬ 

TB 

.5 

.0 

.7 

.9 

1.1 

1.3 

21.1 

cent over the prior year, and KFC agiiin 

PFSl 

.08 

.09 

.11 

.15 

.24 

..33 

:3:3.1 

inci*eased its share of the market. 

Tbtal 

4.08 

4.39 

,5.01 

5.75 

0.44 

7.:33 

12.4 

Theiv is still tremendous potential 









for gi-owlh. And KFC has strengthened 

include KFC, acquired October 1. 198<j, a: 

8 though it were part of Pepsi(’o. 


its ability to exploit new opportunities 

PFSI division includes international Pizza Hut and T)ico Bell operations. 





A wider menu 
choice attracts 
new consumers. 


i 


New '^Fkco Bell prod¬ 
ucts include Seafood 
Salad for consumers 
interested in lijjhter foods, 
and, for heartier appetites. 
Double Beef Burrito Supreme. 


w'ith the June 1986 opening of a state- 
of-the-art research and development 
center, located next to KFC head¬ 
quarters in Louisville, Ky. 

Restaurant remodelingand upgrad¬ 
ing continues to praduce improved 
results. Because about thi'ee-fourths of 
KFC sales are take-out, drive-thru w in- 
dow^s are being added w'herever possible 
to further increase sales. And restaurant 
interiors have been redesigned to 
► offer more seating and improved 
service. 

The result? In the new and 
renovated units, eat-in business 
has increased 
by moi'e 

" than one-half 

and per store 
sales averages 
regularly exceed the 
system average. 

Pizza Hut Delivery- 
Delivery is the fastest- 
growing category in the restaurant busi¬ 
ness today. And Pizza Hut is already 
well-positioned in this emerging market 


with a delivery system that features an 
important competitive advantage. In 
major markets customers call a single 
telephone number, which connects then 
with a computerized customer service 
center, linked to all Pizza Hut Delivery 
units within that area. The order is 
transmitted to the unit nearest the cus¬ 
tomer for immediate preparation and 
delivery. 

Consumers familiarity w ith 
Pizza Hut, its pmducts and its reputa¬ 
tion for quality have encouraged a high 
rate of trial. As a result, delivery is pro¬ 
ducing steady sales growlh for the 
entire Pizza Hut system. 

KFC is also expanding into the 
grow ing home delivery market, with 
tests in process in three major markets. 
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Pizza Hut's 
delivery system: 



Delivery Countdown-an innovative ap¬ 
proach to a hi^h-potential market. The 
order is called in... confirmed... nmted 
to the nearest delivery unit. The hot 
Pizza Hut pizza is placed in a special 
pouch for transport... and arrives at the 
customer's door w ithin 30 minutes. 


3. Improve operational excellence 

Tkco Bell-A new sophisticated sched¬ 
uling system allows restaurant manag¬ 
ers to predict with greater accuracy the 
number of customers in any 15-minute 
period. The resulting work schedule 
avoids overstaffing, yet improves over¬ 
all service and quality. 

I^izza llut-An emphasis on employee 
development has helped reduce restau¬ 
rant manager turnover by 50 percent 
over the past thi'ee years, leading to 
improved service and efficiency. 
KFX'-Computer-controlled frying is 
reducing waste and improving product 
quality and consistency. In addition, 
new equipment for frying, now in test, 
is expected to i*educe shortening use 
and lower preparation costs. 

4. Rapidly develop new units 

Since 1980 PepsiCo has invested about 
$1 billion in the Pizza Hut and Taco Bell 
systems to build some 1,300 company- 
owned ix^staurants and to ujigi^ade exist¬ 
ing units. Our franchisees have invested 
in an additional 1,500 units. 

With the addition of KVC, which 
has been opening restaurants at the rate 
of about one per day, PepsiCo now owns 
or franchises the lai^gest number of 
restaurants in the world-14,f)()4. 

(See chait.) 

5. Focus on high-potential 
international markets 

PepsiCo has committed substantial 
resources to developing five major 
markets: Canada, Japan, the United 
Kingdom, Australia and Germany. 
These aie countries where other major 
U.S. quick service rastaurant systems 
also concentrate about thrae-quarters 
of their international development 
efforts. The size of these markets and 
the enthusiastic customer acceptance of 
U.S. restaurant concepts point to signif¬ 
icant gi’owth potential in the future. 

Most of our international restau¬ 
rants already are located in these 


Restaurant 

growth 

1981 - 86 : 

Over the past five years, l^epsiCo’s restau¬ 
rant system (excluding KFC) has added 
units at a compound annual rate of more 
than eight percent. PepsiCo Food Service 
International (PFSI) units are growing at 
a compound rate of more than 20 j»ercent. 

Number »)f Units (Year-end 19S1-19S()) 


Pizza Taco 

Year KF(’ Hut Bell PFSI T)tal 


uwi 

5,732 

3,7()5 

1,397 

2.37 

5,3%’^ 

1982 

5,779 

:^,820 

1,489 

284 

5,593* 

198:} 

5,971 

3.9% 


3;h 

5,993* 

1984 

b,175 

4.208 

1,8;« 

m 

0,445* 

198.5 


4.482 

2,173 

518 

7,17.3* 

198« 

H.575 

5,017 

2,409 

OfK-; 

14,004 

Five Year Compounded Annual Gnmth Kate 
.5.9^^ 11.5^} 22.H'7r 


Ctmibined Pizzit Hut, Taco Bell and PFSI 
Growth Kate: S.4^ 

*Tbtals 1981-8.5 do not include KFC. 


Number of Unit< (Year-end 1985) 



KFC 

Pizza 

Hut 

Tico 

Bell T)tal 

United States; 




Company 

1.240 

2,.5;« 

1,.309 5,088 

P'ranchise 

3,474 

2.484 

1,1 (KJ 7,008 

I nteniational 




Company 


107 

19 852 

Franchise 

1,189 

402 

Ic i,ot;6 

Total 

0..575 

5,040 

2,44:-; 14,004 


nations, and weVe well-positioned to 
exploit additional growth opportunities. 
KFC-KFC has restaurants in some 
54 countries, and will continue to con¬ 
centrate its expansion efforts in the 
populous Pacific basin ragion. 

More than half of KF"C\s interna¬ 
tional restaurants are located in this 
area, where chicken is a widely accepted 
food. In fact, some stores in that region 
achieve annual sales totaling nearly 
$2 million. 

Much of Kh'C’s international 
growth will be generated through affil¬ 
iation with strong local franchisees 
and joint venture partners, such as 


28 
















Mitsubishi in Japan and Wattie 
Industries Limited in New Zealand. 
Pizza Hut-With restaurants in 

countries. Pizza Hut is the leader in 
the pizza segment worldwide. It has 
10 times more rastaurants outside the 
United States than the nearest 
competitor. 

With our franchisees and joint ven¬ 
ture pailners, PepsiCo e.xpects to build 


more than 1,500 international Pizza Hut 
restaurants over the next several years. 
Taco Bel I-The Mexican restaurant 
sej^nT^ent is not yet as w^ell-developed 
overseas, but Thco Bell is already estab¬ 
lishing an international presence. There 
currently are Taco Bell restaurants 
in Canada, and in 1986 the first 
European Thco Bell opened in the 
United Kingdom. 


High-potential 

international 

markets: 

U.S. restaurant concepts have been enthu¬ 
siastically received in these larjje and 
jO'owinjf international markets, where 
PepsiC'o w ill focus its development efforts. 



Canada; 117 PepsiCo units 



Australia; 125 PepsiCo units 




Kentucky FYied Chicken-the world’s leading chicken chain restaurant 
and second largest total restaurant system-joined the PepsiCo family on 
October 1, 1986. It was acquired from RJR Nabisco, Inc. for $841 million. 

Kentucky Fried Chicken is one of the most w idely recognized brand 
names in the world, as is the image of KF(' founder Colonel Harland 
Sanders. To millions of consumers, KFC is chicken. 

As one of the largest and most successful restaurant systems, 

KFC is an excellent strategic fit for PepsiCo. It’s a logical extension of 
our existing business, both in the United States and in the more than 
54 other countries w here KFC operates. It’s a partnership that w ill help 
KFC grow even stronger and increase its market share, while maximizing 
the growth potential of PepsiCo in the rapidly growing quick serv ice 
restaurant market. 


KFC: Leadership in the fast¬ 
growing chicken market. 



Japan; 644 PepsiCo units 



(iermany; 21 PepsiCo units 
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Management’s Analysis 

(Note: the followingdiscussion should 
be read in conjunction with “Business 
Segments” on page 32.) 

1986 vs. 1985 

Net sales in the rcstaurants segment 
increased 29 percent, and operating 
profits improved six percent over 1985. 
These gains reflected the positive 
impact of Kentucky hYied Chicken’s 
(KFC) operations since its acquisition in 
October 1986. During that period 
KFC’s domestic per store average sales 
demonstrated strong growth. Exclud¬ 
ing KFC, 1986 net sales advanced 15 
percent over 1985 w^hile segment oper¬ 
ating profits declined four percent. 

The following discussion focuses on 
comparisons excluding the impact 
of KFC. 

The significant grow^th in segment 
sales w'as due primarily to the addition 
of new^ restaurants and pizza delivery 
units. For the year, per store average 
sales at domestic company-owmed 
Pizza Hut and Thco Bell restaurants 
rose one percent. Sales trends w'ere 
improving in the fourth quarter of 1986 
as per store average sales increased by 
five percent. Pizza Hut’s sales growth in 
1986 primarily reflected additional res¬ 
taurants and delivery units and mod¬ 
erate pricing actions. Thco Bell sales 
rose substantially as a result of signifi¬ 
cant new' restaurant additions. Strong 
foreign sales in 1986 reflected higher 
volumes in Australia and Canada. 

The decline in 1986 operating prof¬ 
its in the restaurants segment primarily 
reflected increased start-up losses re¬ 
lated to Pizza Hut Delivery operations, 
partially offset by an impix)vement in 
other restaurant operations and higher 
gains resulting from the sale of company- 
owned restaurants. 


Operating profits at Pizza Hut w^ere 
dowm slightly from 1985, with gains 
from volume increases and lower food 
costs offset by higher home delivery 
losses. Taco Bell profits w^ere up due to 
strong volume gains and lower food 
costs, partially offset by higher ex¬ 
penses resulting from moi-e units and 
improvements to existing units. 

Gains i*esulting from the sale of 
company-owned restaurants repre¬ 
sented 10 percent of the restaurants 
segment operating profits in 1986 and 
five percent in 1985. 

Foreign operating profits w^ere 
dow’n reflecting increased promotional 
and new^ market development costs. 

1985 vs. 1984 


Net sales advanced 14 percent in 1985, 
primarily due to new' restaurant units, 
new products and pricing. Per store 
average sales of domestic company- 
owned Pizza Hut and Thco Bell restau¬ 
rants rase five percent. 

Operating profits advanced eight 
percent, due to increased profits in 
both domestic and foreign o|>erations. 

Pizza Hut gi'owth reflected lower 
food costs and improved control of oper¬ 
ating expenses, partially offset by start¬ 
up costs associated with Pizza Hut’s 
expanding test of its home delivery 
concept. Higher oj)erating costs at 
Taco Bell fram increased investments 
in new' praduct development and new' 
and existing stores were offset by a 
gain from the sale of its former 
office building. 

Gains rasulting fram the sale of 
company-owned restaurants amounted 
to less than five percent of the restau¬ 
rants segment operating profits in 1984. 
Foraign operating profits improved 
considerably in 1985 from a small base 
in 1984. 


Net Sales 


Operating: Profits 


In Millions) 
;tooo 


($ In Millions) 
300 


2m) 200 

— 

KKM) 100 









0 0 
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lancial 


Businejw Se^ents 
Consoljated Statement of Income 
Mana^^^ent\s Analysis-Results c 


Mana^^ement’s Analysis-Financial Condition 
Consolidated Statement of Changes in Financial 
Condition j 

Mai^feement’s Analysis-Changes in Financial 
Cmidition 

Consolidated Statement of Shareholders’ Equity 
Notes to Consolidated Financial Statements 
Report of Chief Financial Officer 
Report of Certified Public Accountants 
Selected Financial Data 

Quarterly Financial Data and Information on Capital 


Note: For Management’s Analysis of business segment 
operating results see pages 17, 23 and 30. 


In 1986 PepsiCo became the 24th U.S. corporation to list 
on the Tokyo Stock Exchange. 






Business Segments 

Net Sales 


($ In Millions) 



Operating I’rofits 


($ In Millions) 
KMK) 



8:^ 84* 85* 86 

* Includes impact of unusual chaiyes an<l credit related 
to foreipn bettlin^ o|>erations. Set* pa^*s 42 and 48. 


PepsiCo operates within three distinct business segments on a 
worldwide basis: soft drinks, snack foods and restaurants. 
Management’s discussion and analysis of PepsiCo’s business 
segments appears on pages 17,28 and 30 under Management’s 
Analysis. 

The soft drinks segment primarily manufactures and 
markets Pepsi-Cola, Slice and their allied brands worlciwide 
and Seven-Up internationally. For purposes of this Note, the 
operations of the soft drink concentrate manufacturing facility 
in Puerto Rico are allocated between domestic and foreign 
based upon the actual concentrate shipments to the respective 
markets. The snack foods segment primarily manufactures 
and markets salty snacks. The restaurants segment pri¬ 
marily includes the operations of Pizza Hut, Taco Bell and 
Kentucky Fried Chicken. The 1986 soft drinks and rastaurants 
segment data included the rasults of the soft drink business of 
ME I Corporation, the international franchise soft drirk busi¬ 
ness of The Seven-Up Company and Kentucky Fried Chicken 
operations from their respective dates of acquisition (see Note 
to the Consolidated Financial Statements on page 41). 

In 1986 PepsiCo made three reclassifications to conform 
the reporting of segment net sales and operating profits to 
industry practices. Certain promotional discounts previously 
included in the soft drinks segment as marketing e.xpense 
were reclassified as a reduction of net sales. State income 
taxes and net foreign curi'ency translation gains previously 
included in the determination of segment operating pn)fits 
were excluded and reclassified to “Provision for income taxes” 
and “Corporate expenses, net,” raspectively. The 1985 and 

1984 amounts were reclassified on a comparable basis. 

In December 1986 the Securities and Exchange C’ommis- 
sion issued guidelines that clarified the reporting of ceilain 
unusual items. As a result, soft drinks segment operating 
profits were restated to include a $26 million credit recorded in 

1985 and a $156 million charge recorded in 1984 related to the 
sale of several foreign company-owned bottling operations (see 
NoU? to the Consolidated Financial Statements on page 42). 

Operating profiU^ included research and development 
expenses of $82 million, $66 million and $49 million in 1986, 
1985 and 1984, respectively. 

Corporate expenses included unallocated corporate items, 
net interest expense and net foreign currency translation 
gains, which arose principally from the translation of foreign 
local currency borrowings. These foreign exchange translation 
gains were $^i3 million, $^12 million and $53 million in 1!^86,1985 
and 1984, respectively. 

Corporate identifiable assets principally consistc^d of 
shoit-term investments. Included in 1985 were the receivable 
from the sale of North American Van Lines and the invest¬ 
ment in the Allegheny Pepsi-Cola Bottling Company, and in 
1985 and 1984, the investment in Safe Harbor leases. 
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1986 

1985 

1984 

Net Sales: 




Soft drinks. 

.... $3,588.4 

2,725.1 

2,565.0 

Snack foods .. 

... 3.018.1 

2,847.1 

2,709.2 

Restaurants. 

.... 2,681.0 

2,081.2 

1,8:«.4 

T)tal continuing operations .. 

.. $9,290.8 

7,6.53.4 

7,107.6 

Foreign portion. 

.... $1,225.8 

951.9 

963.9 

Operating IVofits: 




Soft drinks. 

.... $ 348.6 

283.4 

86.6 

Snack foods . 

.342.8 

392.5 

393.9 

Restaurants. 

210.1 

198.1 

18,3.8 

Corporate expenses, net . 

(221.2) 

(202.4) 

(213.5) 

Income from continuing 




operations before 




income taxes . 

. $ 680.3 

671.6 

4.50.8 

Foreign portion. 

.... $ 64.7 

70.0 

(139.9) 

Capital Spending: 




Soft drinks. 

. $ 193.9 

160.7 

8:3.6 

Snack foods . 

298.6 

286.3 

188.9 

Restaurants. 

384.6 

331.0 

2.52.5 

Corporate. 

9.2 

7.9 

;3().8 

Total continuing operations .. 

.... $ 886.3 

785.9 

555.8 

F>)i\Mgn portion. 

$ 81.1 

67.3 

36.4 

Identifiable Assets: 




Soft drinks. 

$2,617.7 

1.318.6 

1,038.9 

Snack foods . 

1,603.8 

1,487.1 

1.254.5 

Restaurants. 

2,6.59.5 

1,326.7 

1,020.7 

Corporate. 

1,147.6 

1,760.5 

1,277.0 

T)tal continuing operations .. 

.... .$8,028.6 

5,892.0 

4,.591.1 

Foreign portion. 

$2,275.0 

1,054.3 

687.5 

Depreciation and Amortization Expense: 



Soft drinks. 

. $ 104.3 

69.2 

71.1 

Snack foods . 

13.5.3 

107.7 

93.6 

Restaurants. 

156.1 

109.2 

7.5.7 

CorporaU*. 

4.7 

4.7 

9.2 

T>tal continuing operations .. 

$ 100.7 

290.8 

249.6 

P'oreign portion. 

$ 36.3 

25.3 

:36.8 


C apital Spendin)^ 


(I In Millions) 



Identifiable Assets 


($ In Millions) 



This information constitutes a Note to the Consolidated 
Financial Statements. 
































































Consolidated Statement of Income 

(in millions except per share amounts) 

PepsiCo, Inc. and Subsidiaries 

Fifty-two weeks ended December 27, 1986, December 28, 1985 an<l December 29, 1984 



1986 

198.5 

1984 

Net Sales. 

$9,290.8 

$7,653.4 

$7,107.6 

Costs and Expenses 

Cost of sales . 

.{.731.8 

3,148.3 

2,974.4 

Marketing, administrative and other expenses. 

1,738.4 

3,7(K).4 

3,407.4 

Refranchising (credit) charge . 

- 

(25.9) 

1.56.0 

Interest expense. 

263.2 

195.4 

205.1 

Interest income. 

(122.9) 

(96.4) 

(86.1) 


8.610..5 

6,981.8 

6,6.5().8 

Income From Continuing Operations Before Income Tlixes. 

680.3 

671.6 

4.50.8 

Provision for Income Tkxes . 

222..7 

251.5 

175.8 

Income From Continuing Operations . 

4.57.8 

420.1 

275.0 

Discontinued Operations 

Income (loss) fmm discontinued operations (net of income tax provision 
of $6.7 in 1985 and none in 1984). 


9.6 

(47.5) 

Gain (loss) on disposals (net of income tax provision of $28.8 in 1985 
and benefit of $1.0 in 1984) . 

_ 

114.0 

(1.5.0) 


- 

123.6 

(62.5) 

Net Income. 

$ 4.57.8 

$ 543.7 

$ 212.5 

Income (Loss) Per Share 

Continuing operations. 

$1.75 

$1.50 

$ .97 

Discontinued operations. 

- 

.44 

(.22) 

Net Income Per Share . 

$1.75 

$1.94 

$ .75 

Average sharas outstanding used to calculate income per share. 

262.2 

280.7 

287.5 


See accompanying Notes to Consolidated Financial Statements. 


Allocation of 1986 Net Sales 


■ Marketing, Administrative and Other Kxpenses 51. 

■ ('ost of Sales 19.2^ 

■ Net Interest Kxpense 

■ Income T\ixes2.l'^ 

* Net Income l.iKr 
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Management’s Analysis-Results of Continuing Operations 


The Consolidated Statement of Income includes the i*esults of 
operations of Kentucky Fried Chicken, MEl Corporation and 
Seven-Up International (the Acquisitions) from their respec¬ 
tive dates of acquisition. The Acquisitions ix^flect PepsiCo’s 
strateg>^ to expand our leadership role within our three exist¬ 
ing business segments, and in 19^) they contributed signifi¬ 
cantly to the increases in sales, operating expenses and 
interest expense. The estimated net impact of the Acquisi¬ 
tions was a reduction of $.05 in 1986 income per share from 
continuing operations. 


Net Sales 

Net sales rose 21 percent in 1986, compared to an eight per¬ 
cent incwase in 1985. The 1986 increase excluding the Acqui¬ 
sitions was 12 percent, reflecting domestic soft drink gains led 
by Diet Pepsi and Slice flavors, a subsUntial increase in the 
number of i-estaurant and pizza delivery units and the success 
of Frito-Lay’s core biand line extension strategy. The 1985 
improvement was driven by volume gains, primarily attribut¬ 
able to Slice and other new products, new restaurants and 
strong Diet Pepsi growth. 

Costs and Expenses 

Cost of sales as a percent of net sales has declined during the 
past three* years from 41.8 percent in 1984 to 41.1 percent in 
1985 and 40.2 percent in 1986, reflecting an increa.^e in higher 
mai*gin restaurant sales as a percentage of PepsiCo’s total 
sales. Product costs also benefited from favorable snack food 
ingredient and restaurant food costs in 1986 and 1985. 

Marketing, administrative and other expenses rase 26 
percent in 1986, compared to a 10 percent increase in 1985. 
The 1986 incraase excluding the Acquisitions was 16 percent, 
reflecting higher selling expenses associated with Frito-Lay’s 
new product and selling strategies and costs related to new 
restaurant and pizza delivery units. Also raflected in other 
expenses in 1986 were a $52 million charge by Frito-Lay 
ralated to the discontinuance of certain non-salty snack prod¬ 
ucts and a reduction in cookie production capacity, and a $22 
million credit arising from the favorable impact of the U.S. Tax 
Reform Act of 1986 on PepsiCo’s Safe Harbor leases. The 1985 
incraase in these expenses was attributable to higher com¬ 
petitive spending in domestic soft drinks and promotional 
spending for new praducts in all segments. 

Kefranchising (credit) charge relates to Pej)siCo’s Refran¬ 
chising Progi'am to sell several foreign company-owned bot¬ 
tling operations to independent franchised bottlers. (See Note 
to the Consolidated P5nancial Statements on page 42.) 

Net interest expense (after deducting interest income) 
increased 42 percent in 1986, following a 17 percent decrease 
in 1985. The significant rise in 1986 was primarily due to 
higher domestic levels of debt used to finance the Acejuisitions 
and share rapurchases. The incraase was somewhat moder¬ 
ated by low^er domestic and foreign interest rates and interest 
income gains fram higher levels of short-term investments. 


The decrease in net interest expense in 1985 was attributable 
to a reduction in foreign borrowings related to bottling opera¬ 
tions in the Refranchising Program, and increased interest 
income, partially offset by higher commercial paper borrow¬ 
ings used to finance share repurchases and the acquisition of 
the Allegheny Pepsi-Cola Bottling Company. 


Income FVom Continuing Operations Before Income Tkxes 

Income from continuing operations before income taxes 
increased one percent in 1986 and 49 percent in 1985. Exclud¬ 
ing the rafranchising (credit) charge, income advanced five 
percent in 1986 and six percent in 1985. The 1986 results 
reflected strong profit advances in the soft drinks segment, 
the gain related to Safe Harbor leases and a $19 million gain 
(including interest income of $11 million) which arase from the 
collection of a foreign soft drink receivable w ritten off in 1978, 
partially offset by the Frito-Lay charge and increased interest 
expense. The 1985 results reflected profit gains in the restau¬ 
rants and soft drinks segments and reduced interest expense. 


Prov ision for Income Taxes 

The effective tax rate on income fram continuing operations 
was 32.7 percent, 37.4 percent and 39.0 percent in 198(), 1985 
and 1984, iwsjiectively. The declines principally reflected an 
increase in the percentage of foreign earnings taxed at rates 
below the U.S. federal statutory tax rate of 46 percent. The 
effective tax rate in 1986 benefited from an $18 million adjust¬ 
ment to the deferred foreign provision, reflecting manage¬ 
ment’s decision to indefinitely reinvest certain unremitted 
prior yeari^' foreign earnings. 

Income f>om (’ontinuing Operations 

Income from continuing operations advanced nine percent in 
1986 and 53 percent in 1985. Excluding the refranchising 
(credit) charge, income rose 13 percent in 1986 and 20 percent 
in 1985. Income excluding the refranchising (credit) charge as 
a percent of net sales was 4.9 percent, 5.3 percent and 4.7 per¬ 
cent in 1986, 1985, and 1984, respectively. The decraase in 
1986 w^as primarily a result of the significant incraase in inter¬ 
est expense partially offset by the lower effective tax rate. The 
improved rate in 1985 reflected reductions in both interest 
expense and the effective tax rate. Including the refranchising 
(credit) charge, income from continuing operations as a percent 
of net sales w as 5.5 percent in 1985 and 3.9 percent in 1984. 


Income Per Share 

Income per share from continuing operations rase 17 percent 
to $1.75 from $1.50 in 1985, with an estimated $.07 of the 
grow th attributable to the share repurchases. In 1985 income 
per share from continuing operations incraased $.53 or 55 per¬ 
cent from $.97 in 1984. Excluding the effects of the refranchis¬ 
ing (credit) charge, 1985 income per share from continuing 
operations rose 22 percent. 
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Consolidated Statement of Fi nancial Condition 

(in millions except per share amount) 

PepsiCo, Inc. and Subsidiaries 
December 27, 1986 and December 28, 1985 


Assets 

Current Assets 

Cash . 

Short-term investments 


Receivable from sale of North American V^an Lines. 

Notes and accounts i-eceivable, less allowance: 1986-$48.2,1985-$30.4 

Inventories. 

Prepaid expenses, taxes and other cuiTent assets. 


Long-term Receivables, Investments and Other Assets 

Property, Plant and Equipment. 

Goodwill . 


Liabilities and Shareholders Equity 

Current Liabilities 

Notes payable.. 

Accounts payable. 

Income taxes payable. 

Other current liabilities. 


Long-term Debt. 

Capital Lease Obligations. 

Other Liabilities and Deferred Credits. 

Deferred Income T^xes. 

Shareholders’ Equity 

Capital stock, par value 1 2/3<^ per shai*e: authorized 600.0 shares, issued 287.7 shares 

Capital in e.xcess of par value. 

Retained earnings. 

Cumulative translation adjustment. 

Cost of treasury stock: 1986-27.4 shares, 1985-24.6 shares. 


19S6 

1985 

$ 34.9 

.$ 2(5.0 

885.H 

912.9 

920..T 

938.9 

_ 

375.5 

829.2 

653.3 

431..5 

380.1 

331.6 

478.0 

2,503.8 

2.825.8 

400.1 

309.(5 

3,840.1 

2,571.8 

1,284.6 

185.7 

$8,028.6 

$5,892.9 


$ 232.7 
858.9 
19.5.2 
936.3 

$ 344.1 
(523.7 
150.0 
738.2 

2,223.1 

1,85(5.0 

2,492.9 

1,035.6 

139.7 

127.1 

336.2 

222.8 

777.6 

813.7 


4.8 

4.8 

287.0 

282.5 

2,356.6 

2,061.4 

(40.0) 

(40.9) 

(.549.3) 

(470.1) 

2,0.59.1 

1,837.7 

$8,028.6 

$55,892.9 


See accompanying Notes to Consolidated Financial Statements. 
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Management's Analysis—Financial Condition 


PepsiCo’s overriding corporate objective is to maximize shai’e- 
holder value while maintaining a strong financial position. 
This objective is achieved by allocating financial resources to 
businesses and investments that yield attractive long-term 
returns while optimizing our capital structure to reduce the 
overall cost of capital. 

A major strategy’ to achieve these goals has been the 
redeployment of assets from nonstrategic or underperforming 
businesses into our thi^ee large and highly pmfitable business 
segments. This was evidenced by the 19^ and 1985 
dispositions of Lee Way, North American Van Lines (NAVL), 
Wilson and several of our foreign company-ow’ned bottling 
operations, followed by the 1986 acquisitions of MEI Corpora¬ 
tion, Seven-Up International and Kentucky Fided Chicken 
(the Acquisitions). The 1985 and 1986 shai^e repurchases, 
which I'epresented another strategy^ to maximize shareholder 
value, resulted in increased income per share from continuing 
operations and return on shareholders’ equity. 


Assets 

As a result of our strategic actions, PepsiCo’s total assets of $8 
billion, a 36 percent increase over 1985, are now invested in 
our thi'ee high-i-eturn business segments. The increase in total 
assets reflects our continuing investment in operations and the 
impact of the Acquisitions on goodwill and property, plant and 
equipment. Current assets deci*eased by 11 percent as the 
effect of the Acquisitions was more than offset by the 1986 col¬ 
lection of the receivable fmm the sale of NAVL and the consol¬ 
idation of Allegheny Pepsi-Cola Bottling Company. 

Cash and short-term investments declined slightly in 
1986, revet'sing the gi’owth of recent years. This decline was 
partially due to the use of certain offshore short-term invest¬ 
ment portfolios to fund the foreign portion of the Acquisitions. 
PepsiCo’s portfolio in Puerto Rico, which represents the bulk 
of short-term investments, continued to gi'ow as a result of 
strong operating cash flows from our soft di’ink concentmte 
manufacturing facility located there. 

Pmperty, plant and equipment inci-eased by almost 50 
percent, reflecting continued heavy investment in our 
businesses and the significant impact of the Acquisitions. Pur¬ 
chases of property, plant and equipment rose to $886 million in 
1986 compared to $786 million in the prior year. In both years 
our fast-growing I'estaurants segment accounted for the larg¬ 
est portion of the capital additions. 

The substantial increase in goodwill repr*esents the excess 
of the aggregate purchase price over the fair value of net 
assets acquired primarily in the Acquisitions. 


Liabilities 

Current liabilities rose 20 percent, reflecting gixiwth in our 
operations and the impact of the Acquisitions. 

Long-term debt increased by almost $1.5 billion in 1986, 
as PepsiCo leveraged its financial strength to fund the Acqui¬ 
sitions and share repurchases. During 1986 PepsiCo issued 
approximately $1.1 billion of long-term debt in a variety of 
currencies. In conjunction with certain debt issuances, PepsiCo 
entered into interest rate swap or currency exchange agree¬ 
ments which effectively converted the majority of the under¬ 


hang debt to variable interest rate U.S. dollar debt. These 
agreements effectively eliminate foreign currency exchange 
exposure on the underlying boiTowings and reflect our cun-ent 
assessment of credit market conditions while facilitating man¬ 
agement of our capital structure to minimize financing costs. 


Financial Leverage 

PepsiCo measures leverage on both a gi'oss and net basis to 
take into account our sizeable short-term investment port¬ 
folios. On a gross basis, PepsiCo’s ratio of total debt (includ¬ 
ing capital lease obligations) to capital employed (total debt, 
deferred income taxes, other liabilities and deferred credits 
and shareholders’ equity) incraased to 47.5 percent at year-end 
1986 from percent at year-end 1985. Leverage on a net 
basis, which reflects the pro forma remittance of off-shore 
short-term investments as a reduction of total debt, was 
approximately 40 percent and 24 percent at year-end 1986 
and 1985, respectively. The increase in the ratios primarily 
reflected the higher debt levels in 1986. 


Shareholders’ Equity 

Return on average shareholders’ equity, based on income from 
continuing operations, mse to 23.5 percent in 1986 from 22.8 
percent and 15.1 percent in 1985 and 1984, respectively. The 
1986 increase reflects the growth in income from continuing 
operations and the positive impact of the share repurchase 
program. E.xcluding the refranchising (credit) charge, the 
return on average shar-eholders’ equity was 21.7 percent in 
1985 and 18.2 percent in 1984. 


Total Debt 
To Total 
Capital 
Employed 


(Percent) 

50 


40 



84 85 86 


Return On 
Averajfe 
Shareholders’ 
Kquity 

(Percent) 


20 


15 



84 85 86 
















Consolidated Statement of Ch anges in Financial Condition 

(in millions) 

PepsiCo, Inc. and Subsidiaries 

Fifty-two w^eeks ended December 27, 1986, December 28, 1985 and December 29, 1984 


1986 1985 1984 

Cash was Generated by (Used for): 


Continuing operations: 


Income. 

$ 457.S 

$ 420.1 

$ 

275.0 

Depreciation and amortization. 

40(».7 

290.8 


249.6 

Deferred income taxes. 

54.0 

81.1 


121.3 

Other noncash charges and credits, net . 

84.4 

95.8 


85.4 

Refranchising (credit) charge. 

- 

(14.9) 


62.0 

Changes in operating working capital accounts (see details below). 

234.4 

(53.0) 


188.2 

Cash generated bv continuing operations. 

1,231.3 

819.9 

. 

981.5 

Cash generated bv (used for) discontinued operations. 

- 

1.4 


(1.0) 

Investment activities: 

Acquisitions. 

1,678.3 

160.0 


- 

Purchases of property, plant and equipment . 

886.3 

785.9 


555.8 

Receivable from sale of North American Van Lines . 

(37.5.7) 

375.5 


- 

Proceeds from sale of Noith American Van Lines. 

- 

(369.0) 


- 

Proceeds from sales of propeilv, plant and equipment. 

(45.5) 

(49.4) 


(42.2) 

Proceeds from sale of Wilson Sporting Goods. 

- 

(134.1) 


- 

Other, net. 

.7 

4.5 


26.8 

Cash used for investment activities. 

2,144.1 

773.4 


540.4 

Financing activities*: 

Increase in long-term debt and capital lease obligations. 

1,371.1 

689.9 


41.4 

Cash dividends declared . 

(162.6) 

(161.2) 


(156.2) 

(Decrease) increase in notes payable. 

(1.59.9) 

63.3 


5.5 

Purchase of treasury stock . 

(1.58.0) 

(458.2) 


- 

Issuance of capital stock. 

83.2 

51.5 


11.3 

Safe Harbor leases. 

(1.1) 

114.0 


115.6 

Reduction in long-term debt and capital lease obligations . 

(78.3) 

(220.5) 


(197.9) 

Cash generated bv (used for) financing activities. 

894.4 

78.8 


(180.3) 

Resulting in: 

(Decrease) increase in cash and short-term investments during the year . 

$ (18.4) 

$ 126.7 

$ 

259.8 

Details of Changes in Operating Working 

Capital Accounts W hich Generated (U.sed) Cash*: 

Notes and accounts receivable . 

$ (48.7) 

$ (65.9) 

$ 

(45.0) 

Inventories . 

24.2 

(39.4) 


(81.0) 

Prepaid expenses, taxes and other current assets. 

27.7 

(125.1) 


17.8 

Accounts payable . 

126.5 

136.2 


130.5 

Income taxes payable. 

29.9 

.5 


.58.9 

Other cun'ent liabilities. 

74.8 

40.7 


107.0 


.$ 2.34.4 

$ (53.0) 

$ 

188.2 


*Does not include amounts related to Acquisitions (at the dates of acquisition), 
divestitures and discontinued operations. 


See accompanying Notes to Consolidated Financial Statements. 
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Management’s Analysis—Changes |n Financial Condition 


Nineteen eighty-six was a i-ecord year in terms of cash flow 
generated by oj>erations as well as investment and financing 
activities. PepsiCo generated $1.2 billion in cash from 
operations which, when combined with net financing of $894 
million and the collection of the $87b million NAVL receivable, 
funded acquisitions of $1.7 billion and capital expenditures of 
$88b million. 


Cash Generated by Continuing Operations 

PepsiCo’s ability to generate funds internally continues to be 
one of its most significant financial strengths. Cash generated 
by continuing operations has averaged slightly above $1 billion 
per year over the past three years, and on a cumulative basis, 
has been sufficient to fund record purchases of property, plant 
and equipment (PP&K]) and dividends in that time period. 

(’ash (ienerated by ('ontinuin^^ 

Operations vs. Purchases of PP&E 
and Dividends Declared 

($ In Millions) 

1500 



Crash generated by continuing operations in 1986 
increased 50 percent or $411 million over 1985. Afiproximately 
$124 million of the gi’owth rasulted from higher income after 
adjustments for noncash items. The remaining increase related 
to changes in operating working capital, reflecting a reduction 
in inventories and prepaid taxes in 1986 and the initial 
prefunding of certain employee benefit plans in 1985. In 1985 
cash generated by continuing operations decreased 16 percent 
from 1984 as an increase in income adjusted for noncash items 
was more than offset by an increase in operating working 
capital. 


Investment .Activities 

PepsiCo’s investment activities in 1986 reflected significant 
expenditures related to our growth strategies, which include 
our commitment to support all three business segments 
through ac(|uisitions and appropriate investments in property, 
plant and equipment. In 1984 and 1985 PepsiCo divested sev¬ 
eral nonstrategic or underperforming businesses and aci^uirad 


Allegheny Pepsi-Cola Bottling Company. Major acijuisition 
and divestiture activities are described on pages 41 and 42 of 
Notes to Consolidated Financial Statements. 

Investments in property, plant and e(|uipment form the 
cornerstone of PepsiCo’s strategy to invest in its businesses to 
provide for consistent future growth in earnings and operating 
cash flows. Capital spending is expected to increase in 1987, 
as our continuing commitment to grow all our businesses is 
extended to the recent acquisitions. 


Financing Activities 

The 1986 increase in cash generated by financing activities 
raflected a significant net increase in long-term debt to finance 
the 1986 acquisitions and share repurchases. Under the shara 
repurchase progiram approved by PepsiCo’s Board of Direc¬ 
tors in 1985, PepsiCo Capital Stock repurchases totaled 22 mil¬ 
lion shares at an aggi*egate cost of $458 million in 1985, and 6.7 
million sharas at an aggi'egate cost of $158 million in 1986. 

At year-end 1985 PepsiCo had $608 million of commercial 
paper which was classified as long-term debt and subse¬ 
quently refinanced in 1986, through the issuance of long-term 
(iebt. At year-end 1986 PepsiCo had $8;^7 million of commer¬ 
cial paper and $85 million of Euro-Medium-Term notes due in 
1987 which were classified as long-term debt as these amounts 
are intended to be refinanced on a long-term basis in 1987. 

At year-end 1986 and 1985, PepsiCo had unused cradit 
facilities appmximating $1.5 billion, providing domestic and 
international credit availability and support for the long-term 
classification of commercial paper and Euro-Medium-Term 
notes due in 1987. 

PepsiCo declared record cash dividends of $16*8 million in 
1986, while retaining sufficient earnings to enhance productive 
capability and to provide adequate financial ^sources for 
growth opportunities. 


U.S. Tax Reform .Act of 1986 (TRA) 

In 1981 and 1982 PepsiCo invested a total of $429 million in 
Safe Harbor leases. The leases are effectively financing trans¬ 
actions that decrease income taxes payable over the initial 
years of the leases and increase them over the later years. On 
a cumulative basis, the leases generated approximately $715 
million of cash benefits thraugh 1986. During 1986 the cash 
savings began to reverse and taxes payable will increase 
through 2005. As a result of reduced future tax rates under 
the TRA, taxes payable related to the leases will be reduced 
by $90 million in 1987 and beyond. Based on these new rates, 
the cash outlays related to the leases will total an estimated 
$271 million from 1987 through 2005. 

The TRA will favorably affect income from continuing 
operations in 1987 and beyond, but because of PepsiCo’s mix 
of domestic and foreign income and repeal of the investment 
tax credit, the effect will be less than the actual decline in the 
U.S. federal statutory tax rate. The TRA is expected to have a 
modest impact on PepsiCo’s annual cash flow. 
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Consolidated Statement of Sh areholders* Equity 

(shares in thousands, dollars in millions, except per share amounts) 

PepsiCo, Inc. and Subsidiaries 

Fifty-two weeks ended December 27,1986, December 28, 1985 and December 29,1984 



Capital Stock 


Capital 


Cumulative 


ls.< 

;ued 

treasury 

in E.xcess 

Retainefi 

Translation 


Shai'es 

Amount 

Sharas 

Amount 

of Pai- V'alue 

Eamings 

Adjustment 

Tl)tal 

Shareholders' Equity, December 31,1983.. 284,958 

$4.8 

(4,278) 

$ (37.2) 

$245.0 

$1,()22.6 

$(41.0) 

81,794.2 

1984 Net income. 





212.5 


212.5 

Cash dividends declared (per 

share-$0.56). 

Shares reissued to PAYSOP . 

Payment of compensation awards and 


507 

4.4 

2.5 

(156.2) 


(156.2) 

6.9 

exercise of stock options . 510 




4.2 



4.2 

Conversion of debentures. 24 

TVanslation adjustments (net of 

income taxes of $18.7). 

Amount included in refranchising 




2 


(8.1) 

2 

(8.1) 

charge (net of income taxes of 
$44.5) . 






(.3) 

(.3) 

Shareholders’Equity, December 29, 1984.. 285,492 

4.8 

(3,771) 

(32.8) 

251.9 

1,678.9 

(49.4) 

1,853.4 

1985 Net income. 





543.7 


543.7 

Cash dividends declared (per 








share-$0.59). 





(161.2) 


(161.2) 

Shares reissued to PAYSOP . 

Payment of compensation awards and 


227 

4.0 

.5 



4.5 

exercise of stock options . 468 


75 

1.3 

5.5 



6.8 

Conversion of debentures . 1,734 

Ti^anslation adjustments (net of 


898 

15.6 

24.6 



40.2 

income taxes of $0.1). 






8.5 

8.5 

Purchase of treasury stock . 


(22,005) 

(4.58.2) 




(4-58.2) 

Shareholders’ Equity, December 28, 1985.. 287,694 

4.8 

(24,576) 

(470.1) 

282.5 

2,061.4 

(40.9) 

1,8:17.7 

1986 Net income. 





457.8 


457.8 

Cash dividends declared (per 








share-$0.63). 





(162.6) 


(162.6) 

Shares reissued to PAYSOP . 

Payment of compensation awards and 


173 

3.5 

1.1 



4.6 

exercise of stock options . 


577 

11.6 

(2.4) 



9.2 

Conversion of debentures . 

TVanslation adjustments (net of 


1,421 

28.5 

.1 



28.6 

income taxes of $0.6). 






.9 

.9 

Purchase of treasury' stock . 

Shares issued in connection with an 


(6,725) 

(158.0) 




(158.0) 

acquisition. 


1,755 

35.2 

5.7 



40.9 

Shareholders' Equity, December 27, 1986.. 287,694 

.$4.8 

(27,375) 

$(.549.3) 

$287.0 

$2,356.6 

$(40.0) 

$2,059.1 


See accompanying Notes to Consolidated Financial Statements. 
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Notes to Con solidated Fi n ancia l St atements 


(in millions except share amounts) 

Summary of Significant Accountinjj: Policies 

Principles of Consolidation. The financial statements reflect 
the consolidated accounts of PepsiCo, Inc. and its wholly- 
owned subsidiaries and certain joint ventures controlled by 
Kentucky Fried Chicken. All significant intercompany accounts 
and transactions wei*e eliminated. Certain reclassifications 
were made to 1985 and 1984 amounts to confonn with the 
1986 presentation. 

Short-term Investments. Short-term investments are 
stated at cost, which approximates market, and included time 
deposits of $392 million and $269 million at year-end 1986 and 
1985, respectively, and secui*ed interests in pools of shoit-term 
discounted third-partv receivables of $203 million at vear-end 
1985. 

(loodwill. Goodwill repi^esents the excess of cost over 
identifiable net assets of companies accjuii’ed and is amortized 
over appropriate periods, not exceeding 40 years. The amount 
of go(Klwill included in the Consolidated Statement of Finan¬ 
cial Condition is I'eviewed periodically and adjusted as appro¬ 
priate. Go(Klwill amortization included in income fnim 
continuing operations before income taxes in 1986, 1985 and 
1984 was $25 million, $8 million and $10 million, respectively. 

Marketing Costs. Costs of advertising and other market¬ 
ing and pi’omotional progi'ams are charged to expense during 
the year, generally in i-elation to sales, and e.xcept for materi¬ 
als in inventory and prepayments, are substantially expensed 
in the year in which incurred. Certain discounts related to 
promotional progi*ams in the soft drinks segment, w'hich were 
previously included in the Consolidated Statement of Income 
under the caption “Marketing, administrative and other e.x- 
penses,” have been reclassified as a reduction of “Net Sales” 
for all periods pi'esented. This reclassification conforms 
PepsiCo’s presentation to industry practice. 

Net Income Per Share. Net income per share is 
computed by dividing net income (adjusted for interest 
expense related to certain convertible debentures) by the 
average number of shares and share ecjuivalents outstanding 
during each year. The conversion of all conveitible debentui*es 
would not I'esult in a material dilution. All share amounts in 
the accompanying Consolidated Financial Statements and 
Notes have been I'estated to i^eflect the May 7, 1986 three-for- 
one stock split. 


Acquisitions 

In May 1986 PepsiCo acquii'ed the soft drink businovss of MEI 
CortK)ration (MEI), F^epsiCos third largest independent 
bottler, for approximately $591 million in cash. 

In July 1986 I\q)siCo acquired the international franchise 
soft drink business and two Canadian soft drink bottling oper¬ 
ations of The Seven-Up Company (Seven-Up International) 
from Philip Morris Companies Inc. for appi*oximately $246 
million in cash. As it is management’s intention to resell the 
("anadian bottling operations to independent franchised bot¬ 
tlers, the estimated net realizable value of these operations 
has bc^en accounted for as a temporary investment and 
included in the preliminary combined purchase price allocation 
below under the caption “CuiTent assets.” 


In October 1986 PepsiCo acquired the Kentucky Fried 
Chicken operations (KFC) from itlR Nabisco, Inc. for approx¬ 
imately $841 million in cash. 

The acquisitions of MEI, Seven-Up International and 
KFC have been accounted for by the purchase method, and 
the purchase prices have been preliminarily allocated to the 
estimated fair value of the assets acquired and liabilities 
assumed. Any adjustments resulting from the final purchase 
price valuations are not expected to be material to the Consoli¬ 
dated Financial Statements of PepsiCo. 

I^reliminary combined purchase price allocation: 


Curront assets.$ 261.7 

Property, plant and equipment. 825.6 

Goodwill. 945.4 

Other noncurrent assets. 104.1 

Current liabilities. (265.8) 

Long-term debt. (144.3) 

Other noncurrent liabilities. (48.4) 


$1,678.3 


The unaudited {)ro forma combined results of PepsiCo, 
MP2I, Seven-Up International and KF"C, had the acquisitions 
occurrod at the beginning of each of the periods prosented, aro 
provided in the following table. The pni forma information 
does not necessarily represent what the consolidated results 
would have actually been for 1986 and 1985 and is not intended 


to be indicative of future results. 

1986 1985 

Net sales. $10,621.6 $9,426.2 

Income from continuing operations .... $ 455.1 $ 390.3 

Per share. $ 1.74 $ 1.39 

Net income. $ 455.1 $ 513.9 

I\^r share. $ 1.74 $ 1.83 


In May 1985 PepsiCo purchased the Allegheny Pepsi-Cola 
Bottling Company (Allegheny) for $160 million in cash with the 
intent of selling the operations to independent franchised bot¬ 
tlers. Accordingly, in 1985 Allegheny was accounted for as a 
temj)orary investment and included in the ConsolidaUni State¬ 
ment of Financial Condition under the caption “Prepaid 
expenses, taxes and other cuiTent assets.” Commencing with 
the third quarter of 1986, as a result of management’s strategic 
decision to retain Allegheny, it has been accounted for by the 
purchase method and its operations have been consolidated. 
Allegheny's operations were not significant to the Consolidated 
Financial Statements of PepsiCo. 

In 1986, 1985 and 1984, PepsiCo made several other acqui¬ 
sitions which collectively were not significant to the Consoli¬ 
dated Financial Statements of PepsiCo. 
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RefranchisiriK (Credit) Charge 

In 1984 PepsiCo recorded a $156 million before-tax and $62 
million after-tax ($.22 per shai'e) charge reflecting the decision 
to sell several foreign company-owned bottling operations to 
independent franchised bottlers (the Refranchising Program). 
In 1985 a $26 million before-tax and $15 million after-tax ($.05 
per share) ci'edit was recorded reflecting more favorable 
results from the Refranchising Progiam than originally 
anticipated. 

As of year-end 1986 all but one of the company-owned for¬ 
eign bottling operations in the Refranchising Pmgi'am have 
been sold. The net liability arising fram the Refranchising 
Pragram of $54 million and $53 million at year-end 1986 and 
1985, respectively, was included in the Consolidated Statement 
of Financial Condition under the caption “Other current liabil¬ 
ities.” The net liability included an accrual for estimated 
future operating and disposition losses related to the remaining 
bottling operation and other expenses arising from the 
Refranchising Program, less the net assets of the remaining 
bottling operation. 


Discontinued Operations 

In 1985 PepsiCo sold its Wilson Sporting Goods operation 
(Wilson) for $134 million consisting of cash and Wilson 10 per¬ 
cent cumulative preferred stock. The loss on the sale of $41 mil¬ 
lion before-tax and $18 million after-tax ($.06 per share) is 
subject to adjustment arising from a probable arbitration pro¬ 
ceeding regarding the closing balance sheet of Wilson. Man¬ 
agement believes any adjustment will not have a material 
effect on PepsiCo’s business or financial condition. 

The sale of North American Van Lines, Inc. (NAVL) was 
completed in 1985 for a $^^69 million interest-bearing deferrad 
payment due and subsequently received (including accrued 
interest) on January 2,1986. The sale resulted in a gain of $194 
million before-tax and $139 million after-tax ($.50 per share). 

The sale of Lee Way Motor h^'eight, Inc. (Lee Way) was 
completed in 1984 and resulted in a loss of $16 million before¬ 
tax and $15 million after-tax ($.05 per share). In 1985 an addi¬ 
tional loss of $10 million before-tax and $7 million after-tax 
($.03 per shara) was racorded for payments made and costs 
incurred by PepsiCo under certain guarantees that existed at, 
or were entered into in connection with, the sale of Lee Way. 
The purchaser of Lee Way merged into Lee Way in 1985, 
shortly before filing for bankruptcy. The merged company is 
now in liquidation. PepsiCo has filed a claim to recover 
amounts paid or payable under the guarantees and claims have 
been asserted against PepsiCk) by the purchaser and others. 
Although the outcome of all such claims and litigation is uncer¬ 
tain, management believes they will not have a material effect 
on PepsiCo’s business or financial condition. 

The 1985 gain on NAVL and loss on Wilson, and the 1984 
and 1985 losses on Lee Way wera reflected in the Consolidated 
Statement of Income under the caption “Gain (loss) on dispos¬ 
als.” The effective tax rates on the gain (loss) from disposals 
in 1985 and 1984 were less than the U.S. federal statutory tax 
rate, reflecting the difference in the book and tax basis of the 
Capital Stock sold and the treatment of the sales as capital 
items. 


The results of operations of Wilson, NAVL and Lee Way, 
through the dates in 1985 and 1984 on which the sales of the 
resp("ctive operations were recorded, were included in the 
Consolidated Statement of Income under the caption “Income 
(loss) fram discontinued operations.” Also included under this 
caption in 1984 was a $(M million before-tax and $59 million 
after-tax ($.21 per share) charge related to Wilson, primarily 
repnisenting the write-off of goodwill of $54 million. The ef¬ 
fective tax rates on income (loss) from discontinued operations 
were less than the U.S. federal statutory tax rate, reflecting 
the amortization of investment tax cradits in 1985 and the 
writ<?-off of the Wilson goodwill without tax benefit in 1984. 

The results of Wilson, NAVL and Lee Way through their 
respective dates of sale were: 


_ 1985 1984 

Net sales and operating ravenues. $422.2 $ 976.9 

Costs and expenses. 404.8 1,021.5 

Net interest expense. 1.1 2.9 

405.9 1,024.4 

Income (loss) before income taxes. 16.3 (47.5) 

Income tax provision. 6.7 - 

Income (loss) fi*om discontinued 
operations. $ 9.6 $ (47.5 ) 


Income Taxes 

Income from continuing operations before income taxes: 


1986 1985 1984 

U.S.$387.9 $448.2 $516.7 

Foreign. 292.1 223.4 (65.9 ) 

$680.3 $671.6 $450.8 


PepsiCo hcus soft drink concentrate manufacturing facili¬ 
ties in Puerto Rico and Iraland that operate under tax incen¬ 
tive grants that expire in 1991 and 1989, respectively. 
Consistent with the allocation for tax purposes, foreign 
income in the above table includes api)roximately 50 p(‘rcent of 
the income arising from the sale of soft drink concentrate that 
is manufactui’ed in Puerto Rico. 

State income taxes, which were previously included in 
the Consolidated Statement of Income and Consolidated 
Statement of Financial Condition under the caj)tions “Market¬ 
ing, administrative and other expenses” and “Other current 
liabilities” have been reclassified for all periods presented to 
“Provision for income taxes” and “Income taxes payable,” 
respectively. 

Provision for income taxes on income from continuing 
operations: 



198« 

1985 

1984 

Current -Federal. 

.s;i3i.« 

•S 82.1 

.$135.5 

Foreign and state. 

. 30.2 

14.1 

26.7 

Deferred - FYnleral. 

. 59..^ 

147.0 

2.3 

F oreign and state. 

. (l.S) 

.S222..) 

8.3 

.$251.5 

11.2 

.$175.8 
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Deferred taxes were not f)r()vided on uni^emitted earnings 
of subsidiaries operating outside the United States that are 
intended to be indefinitely reinvested. These unremitted 
earnings aggregated approximately $428 million, $314 million 
and $214 million at year-end 1986, 1985 and 1984, 
respectively, exclusive of amounts that if remitted in the 
future would result in little or no tax under current tax laws. 
In 1986 PepsiCo reduced the deferred foreign provision by $18 
million to reflect management’s decision to indefinitely rein¬ 
vest certain unremitted prior years’ foreign earnings. 

Deferi*ed income tax expense on continuing operations arose 
from the following: 



1986 

1985 

1984 

Depreciation . 

...$ 65.7 

$ 42.3 

$ 38.4 

Refranchising Progi'am . 

. 25.3 

.55.0 

(51.6) 

Financing transactions. 

10.9 

6.1 

21.5 

Discontinued product costs. 

... (2.3.6) 

(5.3) 

— 

Deferml of investment tax ciedits . 

... (13.6) 

13.7 

4.7 

Prefunded employee benefits . 

... (2.9) 

31.3 

— 

(3ther, net. 

. (4.1) 

12.2 

.5 


.$ 57.7 

$1.55.3 

$ 1.3.5 


Aggi'egate deferred investment tax credits of $66 million 
and $80 million at year-end 1986 and 1985, respectively, were 
included in the Statement of Financial Condition under the 
caption “Deferred Income Taxes.” 

The cun^ent portion of deferred federal income taxes of 
$124 million at year-end 1986 and $194 million at year-end 1985 
was included in the Consolidated Statement of Financial Con¬ 
dition under the caption “Prepaid expenses, taxes and other 
current assets.” 


Reconciliation of the U.S. federal statutory tax rate to 
PepsiCo’s effective tax rate: 



1986 

1985 

1984 

U.S. federal statutory tax rate . 

State income taxes net of federal 

46.0% 

46.0% 

46.0% 

tax benefit . 

Earnings in jurisdictions taxed 
at lower rates (principally 

2.6 

.6 

1.6 

Puerto Rico and Ireland). 

(10.4) 

(5.6) 

(1.2) 

Investment tax credits. 

Losses related to the Refranchising 

(2.7) 

(2.9) 

(3.7) 

Progi*am. 

Deferred taxes no longer required 

— 

(.2) 

(4.9) 

on unremitted earnings . 

(2.6) 

- 

- 

Other, net. 

(.2) 

(.5) 

1.2 

Effective tax rate . 

32.7% 

37.4% 

39.0% 


The U.S. Tax Reform Act of 1986 (TRA) had an insipiifi- 
cant impact on the 1986 provision for income taxes, principally 
because PepsiCo defers the benefits of investment tax credits. 
The TRA did impact the Safe Harbor leases in which PepsiCo 
invested in 1981 and 1982. These leases are effectively financ¬ 
ing transactions that decrease income taxes payable over the 


initial years of the leases and increase them over the later 
years of the leases. Under the TRA the lower corporate tax 
rates for 1987 and subsequent years reduced the deferred tax 
liability related to the leases by $90 million and changed the 
previously estimated cost of the leases to an estimated gain. 
Accordingly, a $22 million credit, representing the estimated 
gain ($15 million) plus the amount of the previously estimated 
cost that was charged against income in prior years ($7 mil¬ 
lion), was included in the Consolidated Statement of Income 
under the caption “Marketing, administrative and other 
expenses.” Deferred income taxes payable arising from the 
leases of $271 million and $^362 million at year-end 1986 and 
1985, respectively, were included in the Consolidated State¬ 
ment of Financial Condition under the caption “Deferred 
Income Thxes.” 


Inventories 

Inventories are valued at the lower of cost (computed on the 
average, first-in, first-out or last-in, first-out method) or net 
realizable value. Inventories computed on the last-in, first-out 
(LIFO) method comprised 59 percent and 57 percent of inven¬ 
tories at year-end 1986 and 1985, respectively. 


_1986 1985 

Raw materials, supplies and 

in-process. $251.0 $223.1 

Finished goods. 190.2 163.3 

Tbtal (approximates current cost). 441.2 386.4 

Excess of current cost over LIFO 
cost. (9.7 ) (6.3 

$431.5 $:380.1 


Property, Plant and Equipment 

Property, plant and equipment ai'e stated at cost. Deprecia¬ 
tion is calculated principally on a straight-line basis over the 
estimated useful lives of the assets. Interest capitalized as an 
additional cost of property, plant and equipment was $11 mil¬ 
lion in 1986, $13 million in 1985 and $8 million in 1984. 



1986 

1985 

Land . 

. $ 413.3 

$ 250.7 

Buildings. 

1,695.4 

1.015.1 

Machinery^ and equipment. 

. .3,0.58.7 

2,361.8 

Capital leases. 

191.8 

170.9 

Bottles and cases. 

29.9 

25.0 

Accumulated depreciation and 

5,389.1 

3,823.5 

amortization. 

. (1,549.0) 

(1,251.7 


$3,840.1 

$2,571.8 
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Notes Payable and Lon)j:-term Debt 


_ 1986 1985 

Notes Payable 

Current maturities on long-term debt 


and capital lease obligations. $ 31.8 $ 25.3 

Other notes payable, primarily to 

foreign banks . 200.9 168.8 

$150 million 1{)Vh% notes due 1986. - 150.0 

$ 232.7 $ 344.1 


Long-term Debt 

Commercial paper (5.9^ and 8.0% 
weighted average interest rate at 
year-end 1986 and 1985, 

respectively) (A) . $ 837.2 $ 603.0 

Zero coupon serial debenturas, $850 
million due 1988-2012 (13.9% semi¬ 
annual yield to maturity) . 102.4 89.4 

$100 million 8yH% notes due 1991. 99.3 

$100 million 7‘/4% notes due 1991. 99.6 

Zero coupon notes, $100 million due 
1992 (14.4% semi-annual yield to 

maturity). 49.1 42.8 

$200 million TVh% notes due 1993 (B).... 200.7 - 

Zero coupon notes, $125 million due 
1994 (14.1%' semi-annual yield to 

maturity). 47.1 41.1 

8% convertible subordinated 

debentures due 1996 (C). 22.3 40.1 

$165 million TVh% notes due 1998 (B) .... 163.4 - 

Euro-Medium-Term notes due 1987 to 
1989 ($154.7 million face amount, 

6.4% weighted average interest 

rate at year-end 1986) (A). 152.8 

Australian dollar 75 million 14 

notes due 1989 (D). 49.5 

Australian dollar 50 million 13% notes 

due 1990(1)). 33.3 34.4 

Canadian dollar 75 million 8%% notes 

due 1991(B). 53.9 

Italian lire 100 billion 10*72% notes 

due 1991 (1)). 73.5 

Swiss franc 130 million 5*/4%- bearer 

bonds due 1995 (D) . 79.6 47.8 

Swiss franc 400 million perpetual Foreign 

Interest Pavment bonds (E). 206.8 - 

Other (13.8%‘and 11.9% weighted 
average interest rate at year-end 

1986 and 1985, respectively). 222.4 137.0 

Tbtal long-tenn debt (F)(G). $2,492.9 $1,035.6 


(A) At year-end 1986 PepsiCo had revolving credit agi’ee- 
ments aggregating $1.5 billion covering potential borrowings 
through 1992. These unused credit facilities provide PepsiCo 
with the ability to refinance short-term borrow ings and cur- 
rantly support the classification of $837 million of commercial 
paper and $85 million of Euro-Medium-Term notes due in 
1987 as long-term debt, as it is PepsiCo's intent to ^finance 
these amounts on a long-term basis in 1987. 


(B) PepsiCo utilized interest rate swap agreements to 
effectively establish variable rates on ceilain of its long¬ 
term fixed rate debt (the fixed coupon interest rate is identi¬ 
fied in the table). At year-end 1986 the agreements 
effectively established a year-end weighted average variable 
interast rate of 5.8 percent on $418 million of debt. 

(C) The convertible subordinated debentures are convert¬ 
ible at the option of the holder at a rate of approximately 79 
shares for each one thousand dollars of principal. At year-end 
1986, 1,763,388 shares were reserved for issuance upon 
conversion of the debentures. 

(D) P^oreign currency denominated debt has been valued 
in the Consolidated Statement of Financial Condition at year- 
end exchange rates. To hedge foreign currency exposure on 
such obligations, PepsiCo has entered into currency exchange 
agreements which effectively establish U.S. dollar denomi¬ 
nated interest and principal obligations over the term of the 
underlying debt instruments. At year-end 1986 the currency 
e.xchange agreements effectively established U.S. dollar lia¬ 
bilities of $50 million with a weighted average fixed interast 
rate of 11.0 percent and $151 million with a weighted average 
variable interest rate of 6.6 percent. 

(E) The coupon rate of the Swiss franc 400 million 
For€ign Interest Payment bonds is 7*72 percent through 1996. 
The principal of the bonds is payable in Swiss francs and the 
interest payments w ill be made in U.S. dollars at a fixed con¬ 
tractual exchange rate. At the end of each 10-year period after 
the issuance of the bonds: (i) PepsiCo will have the right to 
redeem the bonds at their face amount; (ii) the bondholders 
will have the right to cause PepsiCo to redeem the bonds at 
the lesser of their face amount or the Swiss franc equivalent of 
the U.S. dollar proceeds received at issuance (the proceeds 
amount); or (iii) if the bonds are not redeemed, the coupon 
rate will be adjusted based on the prevailing yield of 10-year 
U.S. TVeasury Securities. As it is PepsiCo’s intent not to re¬ 
deem the bonds, the proceeds amount is the basis of the carry¬ 
ing value of the bonds in the Statement of Financial Condition. 

(F) In 1984 PepsiCo issued $104 million Deutsche mark 
denominated bearer bonds yielding IVa percent, due 1994. 
PepsiCo defeased the bonds by depositing higher yielding 
notes of the West German Government in an irrevocable trust 
established for the sole purpose of servicing the interest and 
principal on the bonds. The bonds and West German Govern¬ 
ment notes w'ere offset in the Consolidated Statement of 
Financial Condition. 

(G) Long-term debt is carried net of any related discount 
or premium and unamortized debt issuance costs. The annual 
maturities of long-term debt through 1991, excluding the com¬ 
mercial paper and Euro-Medium-Term notes to be refinanced 
in 1987, are: 1987-$17.6 million; 1988-$90.3 million; 1989-$81.6 
million; 1990-$53.9 million; and 1991-^57.3 million. The debt 
agn^ements include various restrictions, none of which is pre¬ 
sently significant to PepsiCo. 
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Leases 

PepsiCo and its subsidiaries have noncancelable commit¬ 
ments for rental of restaurant facilities, office space, plant and 
warehouse facilities, transportation equipment and other per¬ 
sonal property under both capital and operating leases. 
Certain of these properties have been subleased to restaurant 
franchisees. Lease commitments on capital and operating 
leases exj)ire at various dates through May of 2031. 

Leased property under capital leases: 



1986 

1985 

Buildings. 

. $187.9 

$168.1 

Machinery and equipment . 

. 3.9 

2.8 


191.8 

170.9 

Accumulated amortization. 

. (79.3) 

(72.9) 


$112.5 

$ 98.0 


Future minimum lease commitments and sublease receivables 
under noncancelable leases: 

Commitments Sublease Receivables 

Direct 

_ Capita l O perating Financing Operating 


1987 . $ 30.2 $111.2 $ (7.4) $ (8.7) 

1988 . 28.8 95.5 (7.1) (8.3) 

1989 . 26.4 84.7 (6.8) (7.9) 

1990 . 25.1 76.3 (6.6) (7.5) 

1991 . 23.2 67.6 (6.5) (7.1) 

Later 

years . 133.3 460.8 (52.4) (57.9) 


$267.0 $896.1 $ (86.8) $ (97.4) 


The present value of minimum lease commitments for 
capital leases amounts to $154 million after deducting $1 
million for estimated executory costs (taxes, maintenance and 
insurance; and $112 million representing imputed interest. 
The present value of minimum sublease receivables amounts 
to $40 million after deducting $47 million of unearned interest 
income. T)tal rental expense for all operating leases for 1986, 
1985 and 1984 was $151 million, $117 million and $110 million, 
raspectively. T)tal rental income from all operating subleases 
for 1986, 1985 and 1984 was $17 million, $16 million and $15 mil¬ 
lion, respectively. 


Employee Benefit Plans 

PepsiCo has several noncontributory pension plans covering 
substantially all domestic employees (mostly nonunion). The 
total pension expense for all plans was approximately $^15 mil¬ 
lion, $37 million and $41 million in 1986, 1985 and 1984, respec¬ 
tively, which includes amortization of unfunded past service 
cost over 30 years for certain defined benefit plans. In 1985 
PepsiCo changed actuarial cost methods for its pay-related 
plans from the Frozen Initial Liability method to the Pro¬ 
jected Unit Credit method, reducing 1985 pension expense by 
approximately $7 million. 

PepsiCo estimates that pension expense for its domestic 
plans will be raduced by a minimum of $;15 million in 1987 
when Statement of Financial Accounting Standards No. 87, 
Employers' Accounting for Pensions, is adopted. 

PepsiCo makes annual contributions to its pension plans 
equal to the minimum statutory requirament. As a result, 

$34 million of the combined 1985 and 1984 accrued pension 
expense was not funded and PepsiCo does not currently ex¬ 
pect to fund $18 million of the 1986 accrued pension expense. 

Estimated present value of accumulated plan benefits and 


net assets of domestic plans: 

January 1, 

_ 1986 1985 

Vested . $327.8 $291.4 

Nonvested. 91.1 85.8 

$418.9 $;j77.2 

Net assets available for plan benefits . $573.9 $459.2 


The rate of return used in determining the actuarial present 
value of accumulated plan benefits was seven percent for both 
1986 and 1985. 

PepsiCo provides certain health care and life insurance 
benefits to retired nonunion employees. The annual costs of 
these benefits, which are not significant, are expensed as 
health care claims are incurrad and life insurance premiums 
are paid. 
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Employee Stock Option and Ownership Plans 

The shareholder-approved 1979 Incentive Plan (the Plan), 
which expires December 31,1987, provides long-term incen¬ 
tives to certain key employees thi-ough grants of performance 
shares, stock options, stock appreciation rights (SARs) and 
incentive stock units. Under the Plan a maximum of 13.8 mil¬ 
lion shares of PepsiCo Capital Stock may be purchased or paid 
pursuant to grants by the Compensation Committee of the 
Board of Directors (the Committee) at prices not less than the 
fair market value at the date of grant. The Committee is com¬ 
posed of outside directors. 

Performance shai-es and an equal number of stock options 
have been awarded to senior management employees. Each 
stock option represents the right to purchase one share of 
PepsiCo Capital Stock. The Committee sets the period during 
which an option may be exercised; however, none may be exer¬ 
cised until four years after the option is gianted and may not 
have a term longer than 15 years fi^om date of grant. Stock 
option activity for the years 1984 through 1986 was as follows: 


Balance, 

December31, 1983 ... 

Option 

Exercise Prices 

. $7.96 to $14.35 

Shares 

Under Option 

2,235,276 

1984 

Granted. 

. $12.33 

1,579,770 

Exercised. 

$7.96 and $8.04 

(474,246) 

Cancelled or 
surrendered 
for SARs. 


(711,387) 

Balance, 

December 29,1984 ... 

. $7.96 to $14.35 

2,629,413 

1985 

Granted. 

. $11.56 

4,464 

Exercised. 

. $ 7.96 

(304,644) 

Cancelled or 
surrendered 
for SARs. 


(310,185) 

Balance, 

December 28, 1985 ... 

, $11.56 to $14.35 

2,019,048 

1986 

Granted. 

. $23.08 to $32.06 

1,113,211 

Exercised. 

$11.56 

(384,169) 

Cancelled or 
surrendered 
for SARs. 


(276,208) 

Balance, 

December 27, 1986 ... 

$11.56 to $32.06 

2,471,882 


Each performance share is equivalent to one shai’e of 
PepsiCo Capital Stock. Performance shares are not paid 
unless PepsiCo achieves income per share giwth targets 
established by the Committee for the four-year period follow¬ 
ing the award. Upon determination by the Committee? that a 
perfoiTnance share has been earned, the holder receives the 
lesser of the fair market value of one share of Capital Stock 
at the date of award or the fair market value of one share of 
Capital Stock at the end of the award period. The performance 
share is paid in cash or Capital Stock or a combination thereof 
as d(?tennined by the Committee. During 1986 and lfi84, 
2,259,015 performance shares were awarded, of which 
1,944,0()8 were outstanding at year-end 1986. 

Stock appreciation rights (SARs) permit the holder of a 
stock option to surrender an exercisable option for an amount 
equal to the appreciation between the option exercise price 
and the fair market value of Capital Stock on the date the SAR 
is exercised or expires. The amount is paid in cash or Capital 
Stock or a combination thei'eof. SARs expire on the same 
dates as the related options. In 1986, 286,107 SARs were 
granted, and as of year-end 1986, 172,1388 wei*e outstanding. 

Incentive stock units (Units) are awarded by the (fommit- 
tee as incentives to middle management employees. Elach 
Unit entitles the holder to receive the value of a share of Capi¬ 
tal Stock without payment of any amounts to PepsiCo or satis¬ 
faction of any corporate performance objectives. Each Unit is 
valued at the fair market value of the Capital Stock at the end 
of each vesting period. Curi'ently, 30 j)ercent of each award 
vests at the end of two years, an additional 30 percent vests at 
the end of four years, and the remainder vests at the ead of six 
years. Payment of the Units is made in cash or Capital Stock 
or a combination thereof as determined by the Committee. 
E^x)m 1979 to 1986, 1,946,349 Units wei*e awarded, of which 
658,984 were outstanding at yeai-end 1986. 

The estimated cost of all awards under the Plan is 
charged to expense over the applicable terms of the awards. 
The cost was $17 million in 1986, $19 million in 1985 and $11 
million in 1984. 

During 1986 and 1985, PepsiCo made a tax crediUible con¬ 
tribution of 173,137 and 226,620 shares of Capital Stock, 
respectively to its Pavroll-based Emj)Iovee Stock Ownership 
Plan (PAYSOP). 


Contingencies 

PepsiCo is involved in various claims and legal proceedings, 
the resolution of which management believes will not have a 
material effect on PepsiCo’s business or financial condition. 
PepsiCo intends to prosecute or defend vigorously, as the case 
may be, all such matters. 

At year-end 1986 PepsiCo was contingently liable under 
dii-ect and indirect guarantees aggregating $64.1 million. 


At year-end 1986 148,199 options for shares w^ere exercisable 
and 9,215,103 shares were reserved for issuance under the 
Plan. In January 1987 1,200,000 options w^ere issued at an 
exercise price of $27.46 per share. 
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Reportof Chief Financial Officer 


Tb Our Shai'eholders: 

Management is responsible for the integi’ity and objectivity 
of the financial statements and related notes. TX) meet this 
responsibility, we maintain a system of inteimal control, sup¬ 
ported by formal policies and procedures, and an internal audit 
progi'am designed to monitor and report on the adequacy of 
and compliance with our internal controls, policies and proce¬ 
dures. W(» believe the established system of internal contml 
provides reasonable assurance that assets are safeguarded, 
transactions are recorded in accordance with our policies and 
the financial information is reliable. 

The financial statements have been prepared in confor¬ 
mity with generally accepted accounting principles applied on 
a consistent basis, and include amounts based upon our esti¬ 
mates and judgments, as requirad. The financial statements 
have been audited by certified public accountants who have 
expressed their opinion, piesented below, with respect to 
the fairness of the statements. Their examination included a 
review of the system of internal control and tests of trans¬ 
actions to the extent they considered necessary to render 
their opinion. 


The Audit Committee of the Board of Directors is com¬ 
posed of nonemployee directors. The Audit Committee meets 
on a regular basis with management, our internal auditors 
and certified public accountants to review audit plans, results 
and recommendations, as well as the effectiveness of our 
system of internal control. 

Both our certified public accountants and internal audi¬ 
tors have free access to the Audit Committee. 



Robert G. Dettmer 
Executive Vice President 
and Chief Financial Officer 


Report of Certified Public Accountants 


Board of Directors and Shareholders 
PepsiCo, Inc. 


We have examined the accompanying consolidated statement 
of financial condition of PepsiCo, Inc. and subsidiaries at 
December 27, 198b and December 28, 1985, and the related 
consolidated statements of income, changes in financial condi¬ 
tion and sharaholders equity for each of the thrae years in the 
period ended December 27, 1986, appearing on pages 32,33,24, 
36, 38 and 40 through 46. Our examinations were made in 
accordance with generally accepted auditing standards and, 
accordingly, included such tests of the accounting records and 
such other auditing procedures as we considerad necessary in 
the circumstances. 


In our opinion, the statements mentioned above present 
fairly the consolidated financial position of PepsiCo, Inc. and 
subsidiaries at December 27, 1986 and December 28, 1985 and 
the consolidated results of operations and changes in financial 
position for each of the thrae years in the period ended 
December 27, 1986, in conformity with generally accepted 
accounting principles applied on a consistent basis during 
the period. 


277 Park Avenue 
New York, New York 
February 3, 1987 
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Selected Financial Data _ 

PepsiCo, Inc. and Subsidiaries 

(in millions except per share, shareholder and employee amounts, unaudited) 



1986'*’ 

198.5 

1984 

1983 

1982"" 

Summary of Operations 

Net sales. 

.$ 9,290.8 

7,0.5;4.4 

7,107.0 

0,009.5 

0,207.8 

Cost of sales and operating expenses. 

. 8,170.2 

0.882.8"' 

0..537.8"' 

0,042.3 

.5,719.1"*' 

Interest expense. 

2«.{.2 

19.5.4 

20.5.1 

175.2 

103.5 

Interest income. 

. (122.9) 

(90.4) 

(80.1) 

(.53.0) 

(49.1) 


8,610.5 

0,981.8 

6,656.8 

0,10:3.9 

.5.8:3:3.5 

Income from continuing operations befoi*e 

income taxes. 

B80.3 

071.0 

4.50.8 

445.0 

434.3 

Provision for income taxes. 

222..i 

251.5 

17.5.8 

107.3 

2:30.8 

Income from continuing operations. 

..$ l.')7.8 

420.1 

275.0 

278.3 

203.5 

Income per shai'e from continuing operations. 

.S 1.7.5 

1..50'' 

.9?’’ 

.98 

.7:3"" 

Average shares and equivalents outstanding. 

.# 202.2 

280.7 

287.5 

280.4 

284.7 

Cash dividends declared. 

.$ 102.0 

101.2 

156.2 

151.4 

147.a 

Per share. 

Year-End Position 

..$ .028 

..585 

.555 

..540 

..527 

Tbtal assets. 


5,892.9 

4,876.4 

4,421.1 

4.00.5.4 

Long-term debt (e) . 


1,102.7 

669.() 

799.8 

843.9 

Shareholders’ equity. 

..S 2.0.)9.1 

1,837.7 

1,853.4 

1,794.2 

1,0.50.5 

Per share. 

.$ 7.91 

0.98 

6.58 

o.;39 

5.89 

Shares outstanding. 

Statistics and Ratios 

.# 200..3 

203.1 

281.7 

280.7 

280.1 

Return on average shareholders’ equitv (f). 

.% 2;}..5 

22.8 

15.1 

10.2 

12.7 

Return on net sales (0. 

. ^/( 1.9 

.5.5 

3.9 

4.2 

3.2 

Long-term debt (e) to total capital emploved (g).... 

.% 4.3.0 

20..5 

18.7 

2:3.0 

28.3 

Tbtal debt to total capital emploved. 

.% I7..5 

34.4 

26.5 

31.7 

.‘34.0 

Employees. 

.#214,000 

1.50,000 

150,000 

154,000 

1:33,000 

Shareholders of record. 

.# 87,000 

72,000 

62, (XX) 

00,000 

48,(M)0 


General: The above amounts have been adjusted to reflect certain reclassifications and a three-for-one stock split described in Notes to Consolidated .financial 
Statements. 

(a) Includes the effects of Kentucky Fried Chicken, MEl Corporation and Seven-Up International from their respective dates of acquisition. 

(b) PepsiCo adopted the Statement of F'inancial Accounting Standards (SFAS) No. 52 on foreign currency translation. Prior years were not restated for SFAS 52. 

(c) In 1984 a $156.0 charge was recorded related to the .sale of several company-ownecl fortngn bottling operations ($62.0 after-tax or S.22 |)er share). 1 n 1985 a 
$26.0 credit was recorded as an adjustment to the 1984 charge ($15.0 afler-tax or $.05 per share). 

(d) Includes a $79.4 ($.28 per share) charge, without tax benefit, related to a reduction in net assets of certain foreign bottling operations. 

(e) Long-term debt includes capital lease obligations. 

(0 The return on average shareholders’ equity and return on net sales were calculated using income from continuing operations. 

(g) Tljtal capital employed is total debt, shareholders’ equity, deferred income taxes and other liabilities and deferred creclits. 
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1981 

1980 

1979 

1978 

1977 

1976 

5,873.3 

4.955.9 

4,198.9 

3,523.7 

2,939.7 

2,498.8 

5,278.8 

4,435.7 

3,734.7 

3,104.6 

2,586.3 

2,222.4 

147.7 

112.7 

71.2 

50.1 

44.9 

' 42 .fi 

(35.8) 

(27.1) 

(21.9) 

(19.3) 

(21.7) 

(23.1) 

5,390.7 

4,521.3 

3,784.0 

3,135.4 

2,609.5 

2,241.9 

482.0 

434.6 

414.9 

388.3 

330.2 

256.9 

213.7 

200.3 

176.3 

179.8 

154.7 

121.7 

268.9 

2; m .3 

238.6 

208.5 

175.5 

135.2 

.97 

.86 

.86 

.75 

.64 

.50 

279.2 

273.5 

278.4 

278.6 

276.1 

271.8 

129.9 

114.9 

102.4 

88.4 

67.0 

47.8 

.473 

.420 

.368 

.325 

.275 

.211 

3,88: i.l 

3,261.1 

2,750.1 

2,257.3 

2,002.9 

1,607.3 

804.6 

769.5 

601.2 

459.9 

463.1 

418.5 

1,556.3 

1,509.7 

1,;«7.2 

1,336.7 

1,159.5 

1,010.1 

5.66 

5.51 

5.08 

4.79 

4.21 

3.68 

274.8 

273.8 

272.9 

279.2 

275.4 

274.3 

17.5 

16.2 

17.5 

16.7 

16.2 

14.6 

4.6 

4.7 

5.7 

5.9 

6.0 

5.4 

27.0 

29.6 

27.1 

23.5 

26.7 

27.3 

40.7 

34.9 

31.3 

26.3 

29.2 

30.3 

120,000 

111,000 

105,000 

95,000 

83,000 

77,000 

49,000 

51,000 

5; i ,()00 

55,000 

52,000 

48,000 


Net Sales 


(Sin Millions) 
KKMXi 


HOOl) 






2(XH) 



7H 77 7S 79 SO SI S2 Ki .M So Hi 


Income Per Share 

FYom Continuing Operations 

(In Dollars) 

2.00 


1.50 



76 77 7S 79 SO 81 82 8.3 84 HTy 86 


Total Assets 

(.$ In Millions) 
10000 

8000 

6000 

4000 

2000 

0 



76 77 78 79 80 81 82 83 84 85 86 
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Qu arte rly Fi nan cial Data and Inf ormation on Ca pital Stock 

(in millions except per share amounts, stock prices and price/eaminjjs ratio, unaudited) 

First Quarter Sec(»nd Quarter Third Quarter Fourth Quarter Full Year 

(12 weeks) (12 weeks) (12 weeks) (Ih weeks) (52 weeks) 




1986 

1985 

1986 

1985 

1986 

1985 

1986 

1985 

1986 

1985 

Net sales. 

.$L' 

720.2 

1,552.7 

2,051.2 

1,8.34.6 

2,399.4 

1,956.9 

3,120.0 

2,.309.2 

9,290.8 

7,6.53.4 

Gross profit. 

$1,013.1 

908.4 

1,218.5 

1,077.6 

1.435.0 

1,1.52.4 

1,892.4 

1,366.7 

5,.5.59.0 

4,.505.1 

Income from continuing operations. 

.$ 

68.7 

60.5 

120.7 

119.3 

151.7 

135.3 

116.7 

105.0*** 

4.57.8 

420.1 

Income (loss) from discontinued operations. 

.$ 

- 

2.3 

- 

137.0‘‘’ 

- 

- 

- 

(15.7)*^ 

- 

12:L6 

Net income . 

.,s 

68.7 

62.8 

120.7 

256.3 

151.7 

135.3 

116.7 

89.3 

457.8 

543.7 

Income (loss) per share: 

Continuing operations . 


.26 

.21 

.47 

.42 

.58 

.48 

.44 

.,39* 

1.7.5 

1..50 

Discontinued operations.. 

.$ 

- 

.01 

- 

.49 

- 

- 

— 

(.(Xj)^' 


.44 

Net income per share. 

.$ 

.26 

.22 

.17 

.91 

.58 

.48 

.41 

.3:3 

1.75 

1.94 

Cash dividends declared per share . 

.$ 

.148 

.140 

.160 

.149 

.160 

.148 

.160 

.148 

.628 

.,585 

Market price of Capital Stock"*': 

High. 

.$ 

28>/2 

17% 

35% 

20 

35 V. 

20% 

29v'; 

25Vh 

.35Vh 

25% 

Low... 

. $ 

22 

W/2 

26% 

16% 

27Vi 

18 V. 

24 V2 

19% 

22 

13% 

Close.. 

.s 

26% 

\V/i 

31 


28^V. 

19 V. 

26'/i 

2:3V4 

26% 


Price/Earnings Ratio . 

.# 

17.3 

17.1 

21.3 

14.9 

16.7 

13.9 

15.0 

1.5.8 

1.5.0 

15.8 


General: The above amounts have been adjusted to reflect certain reclassifications and a three-for-one stock split described in Notes to 
Consolidated F'inancial Statements. 


(a) Includes a $14.9 after-tax credit ($.05 per share) related to an adjustment of the 19M chai^ce pmvided for the sale of several company-owned foreign bottling 
operations. 

(b) Includes a $139.0 after-tax gain ($.50 per share) from the sale of North American Van Lines, Inc. and a $9.3 after-tax loss ($.03 per share) fn>m thi* sale of 
Wilson Sporting Goods. 

(c) Includes an additional $8.0 after-tax loss ($.03 per share) related to the sale of Wilson Sporting Go«xls and an additional $7.1 after-tax loss ($.03 |)er 
share) related to the 1984 sale of Lee Way Motor Fi^ight. Inc. 

(d) The Capital Stock of PepsiCo is traded in the United States on the New York. Mitlwc'st and Pacific stock exchanges. The quarterly dividend was increased 
seven percent in May 1986 from 15 cents per share to 16 cents per shai*e. In May 1985 the quarterly dividend was increased seven |)ercent from 14 cents |x*r 
share to 15 cenbi per share. As of Februar>' 20. 1987, the approximate number of holders of record of C'ajiilal Stock was 87.1. 

(e) Calculated by dividing the closing price of Pe|)si(’o Capital Stock on the last trading day of the quarter by the rolling four quarter income per share from 
continuing operations for the respective |>eri(Kls. 


Year-End StcK’k Price 


Dividends Per Share 


(In Dollars) 



76 77 78 79 80 81 82 8;i 84 85 86 


(In Dollars) 
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Shareholder Information 


Capital Stock 

Shares of PepsiCo Capital Stock are traded on the New York, 
Midwest, Pacific, Geneva, Zurich, Amsterdam and Tokyo 
exchanges. The symbol is PEP, and in most newspaper listings 
PepsiCo is identified as PepsiC. 

Stock Performance and Dividend Policy 
PepsiCo was formed through the 19(i5 merger of Pepsi-Cola 
Company and Frito-Lay, Inc. A $1,000 investment in our stock 
made in 1965 was worth approximately $12,000 on 
December 27, 1986, assuming dividends were reinvested. 

Cash dividends are declared quarterly. On January 1, 
1987 PepsiCo’s quarterly dividend was $. 16 per shai^e. We’ve 
paid (juarterly cash dividends since PepsiCo was formed, 
and dividends have increased for 15 consecutive years. 

Dividend Reinvestment Plan 

Shareholders may increase their investment in our stock by 
enrolling in PepsiCo’s Dividend Reinvestment Plan. We pay all 
fees associated with the plan. A brochure explaining this 
convenient plan is available from our transfer agent: 

Manufacturers Hanover Tl*ust Company 
450 West ^)3rd Street 
New York, New York 10001 

Financial Information 

Security analysts and representatives of financial institutions 
are invited to contact: 

Margaret D. Moore 

Vice President, Investor Relations 

Telephone: (914) 25^1-3035 


Shareholder Inquiries 

Questions concerning your dividend reinvestment account, div¬ 
idend payments or address changes should be addressed to: 

Manufacturers Hanover TVust Company 
Security Holder Relations 
P.O. Box 24935, Church Street Station 
New’ York, New’ York 10249 
Telephone: (212) 613-7147 

Please mention PepsiCo, your name as printed on your 
stock certificate, and include your address and telephone 
number in all correspondence. 

Shareholders’Meeting 

The Annual Meeting of Shareholders will be held at PepsiCo 
World Headquarters on Anderson Hill Road, Purchase, 

New’ York, at 10 a.m.(EDT), Wednesday, May 6, 1987. Proxies 
for the meeting will be solicited by a separate Proxy Solicitor. 
This Annual Report is not part of the pro.xy solicitation. 

If you need additional assistance or information, or would 
like to receive free of charge copies of PepsiCo’s Form 10-K 
and 10-Q Reports filed with the Securities and Exchange 
Commision, contact: 

Manager of Shareholder Relations 
PepsiCo, Inc. 

Purchase, New York 10577 
Telephone: (914) 253-3055 


Principal D ivisions 


PepsiCo Worldwide Beverages 
Pepsi-Cola Company 
Somers, New* York 10589 
Roger A. Enrico, President 

Pepsi USA 

Ronald W. Tldmore, President 

Pepsi-Cola Bottling Group 
Craig Weatherup, President 

Pepsi USA Foo^l Service 
John M. Cranor, III, President 

Pepsi-Cola International 
Robert H. Beeby, President 

PepsiCo Wines and Spirits International 
Purchase, New York 10577 
Norman Heller, Prasident 

PepsiCo Worldwide P’oods 
?YiU)-Lay, Inc. 

Plano, Texas 75024 
Michael H. Jordan, President 

PepsiCo Foods International 
400 Fiito-Lay Tbw er 
Dallas, Texas 752.35 
John S. Pingel, Jr., President 


Kentucky Fried Chicken Corporation 
1441 Gardiner Lane 
Louisville, Kentucky 40232 
Richard P. Mayer, Chairman 

Pizza Hut, Inc. 

9111 East Douglas 

Wichita, Kansas 67207 

Steven S Reinemund, Prasident 

Tkco Bell Corp. 

17901 Von Karman 
Irvine, California 92714 
John E. Martin, President 

PepsiCo Food Service International 
Purchase, New York 10577 
Graham G. Butler, President 

La Petite Boulangerie, Inc. 

591 Redwood Highway 
Mill Valley, California 94941 
Arthur G. Gunther, President 
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Pep siCo D irectors ajid Officers 


Directors 

D. Wayne Calloway 
Chairman of the Board 
and Chief Executive Officer 
PepsiCo, Inc. 

Committees: Executive 

Frank T. Cary 
Chairman of the Executive 
Committee, International Business 
Machines Corporation 
Committees: Audit, 

Compensation, Executive 

William T. Coleman, Jr. 

Partner, O’Melveny & Myers 
Committees: Audit, Compensation 

Roger A. Enrico 
President 

PepsiCo Worldwide Beverages 

Clifton C. Garvin, Jr. 

Retired Chairman of the Board and 
Chief Executive Officer 
Exxon Corporation 
Committees: Audit (chairman). 
Compensation, Executive 

Michael H. Jordan 
President 

PepsiCo Worldwide Foods 
Committees: Executive 

Donald M. Kendall 

Chairman of the Executive Committee 
PepsiCo, Inc. 

John J. Murphy 
Chairman, (^hief Executive 
Officer and President 
Dresser Industries 
Committees: Audit, Compensation 

Andrall E. Pearson 

Professor, Harvard Business School 

Sharon Percy Rockefeller 
Member, Board of Directors 
Corporation for Public Broadcasting 
Committees: Audit, Compensation 

Robert H. Stew^art, III 
Chairman of the Board and 
Chief Executive Officer 
InterFirst Corporation 
Committees: Audit, 

Compensation (chairman), Executive 

Robert S. Strauss 
Partner, Akin, Gump, Strauss, 

Hauer & Feld 

Committees: Audit, Compensation 

Dr. Arnold R. Weber 

President, Northwestern University 

Committees: Audit, Compensation 


James H. Ditkoff 
Taxes 

John J. Flaherty 
General Auditor 

James M. Griffith 
Public Relations 

Donald T. Haman 
Tax Administration 

Peter D. Houchin 
Deputy Theasuier 

Joseph J. Joyce 
Assistant General Counsel 

Margaret D. Moore 
Investor Relations 

Robert I. Pagnucco 
Associate General Counsel 

Abdul Rashid 
Asset Management 
and Corporate Services 

Charles W. Rogers 
Compensation and Benefits 

David L. Wright 
Government Affairs 


Assistant Officers 

Janet M. Lavine, Assistant TVeasurer 
Claudia E. Morf, Assistant TVeasurer 
Gary M. Stone, Assistant Controller 


Executive Offices 

Purchase, New York 10577 
(914) 253-2000 


Pep.siCo’s Annual Kep»»rt contain.s mary of the 
valuable trademarks owned and used by PepsiCo 
and its subsidiaries and affiliates in the 
United States and internationally to di^tinjj^ish 
products and services of outstanding quality. 

©PepsiCo, Inc., 1987 

Design; Eisenman & Enock, Inc. 

Printing: National Bickford Foremost 
Photography: Stephen Wilkes,Ben Rosenthal 


Executive Officers 

D. Wayne Callow^ay 
Chairman of the Board and 
Chief Executive Officer 

Donald M. Kendall 

Chairman of the Executive Committee 

Robert G. Dettmer 
Executive Vice President and 
Chief Financial Officer 

Robeit L. Carleton 
Vice President 
Contraller 

Donovan R. Christopherstm 
Vice President 
Restaurant Development 

J. Roger King 
Senior Vice President 
Personnel 

Edward V. Lahey, Jr. 

Senior Vice President 
General Counsel and Secn^tary 

Joseph F. McCann 
Vice President 
Public Affairs 

Leonard Schutzman 
Vice Pi'esident 
TVeasurer 


Vice Presidents 

Peter A. Bassi 

Corporate Business Planning 

Gerard W’. Casey 
Assistant General Counsel 

Douglas M. Cram 
Corporate Division (Counsel 

Allan B. Deering 

Management Information Services 

LawTence F. Dickie 
Associate General Counsel 
and Assistant Secretary 
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